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Preface 



A great de^l has been written about. what the decade of the l98ds 
portends for higher education. Most of these. scenarios reflect the 
extension cf events that began to take place in.the late 1970s^ Almost 
every projection for the 80s ihcorporates the effects of the decline in 
the pool of traditional -age college going students; Such an enrol Imeht 
projection sugdests that many colleges and universities will be forced to 
cut back oh thi size and scope of the program offerings they currently 
offer with all of the attendant pain and dislocation brought on by such 
cut-backs. Most scenarios also suggest that the future will see increased 
competition among institutions as they scramble to increase their piece 
of a dwindling pie in order to simply maintain enrollment "^evels. 

While many cf the predictions "for higher education in the 1980s seem 
foreboding, admi hi stralors and researchers have already begun to address 

the future by developing i nndvati ve pi anning and management approaches . 

They hdve begun exploring new methods for attracting students and ror making 
their educational "product" more valuable. and more attractive. They have 
begun to study ways of retrenching that wil 1 resul t in both a smaller 
institutional size and higher quality educational programs. They have ev^p 
started thinking about competition and what it implies for col leges and 
universities . 

The purpose of this document is to serve as a forum through which _ _ 
administrators and researchers can describe some of their ideas for dealing 
with the 198Ss in hopes that others might benefit from their ideas . The 
document itself is a compilation of papers that were submitted to the NGH^MS 
planning and Financing Program in response to a competition sponsored by the 
Program. The purpose of the competition was to identify ideas relevar to 
hiqher-education planning and management in the 80s . The competitio; solicited 
t.iG ideas of practicing administrators, researchers, and students end this 
document represents the best of the papers that were submitted. 

Glancino at the table of contents will show the reader the wide rahoe 
of topics covered by the papers in this document. 

The first paper "Faculty Reallocation: Plattscurgh State as a Case 
Study," by Joseph 6: Burke, describes how one. col lege president attempted 
to deal with the problem of facul ty reallocation, a problem brought on by 
changing patterns of student demand and a series of state-imposed mandates 
to retrench. The case study focuses on the political ramifications of_ 
trying to make faculty reallocation decisions a "rational" decisionmaking 
process. The president attempted a variety of strategies for realleeatinq 
faculty positions among programs and finally found himsel f with the 

development of a series of_5-year staff plans for the college. His ^ 

discussion of the trials of rational decisionmaking in a political environment 
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is both significant and relevant for those who might find themselves faced 
with a similar dilerrirria. 

The second paper, "Managerial Stylps in University Budget Planning," 
by Timothy J. Delmont, examines the extent to which uhiyersities utilized, 
an "open budgeting style. "Delmont defines an open style as characterized 
by an openness in comnunication , the degree to which technical analysis is 
used, and the degree, to which, the decisionmaking process is participative: 
He contends that as the need to retrench becomes more and mere imperative; 
use of an open budgeting. style may become a necessity in order to resolve 
difficult resource priority questions. 

"The Utilization and Financial Eharacteri sties of Tax-Exempt Auxiliary 
Corporations Affiliated with the Major Public Universities in the United 
States," by Robert M. Gaily, examines the use of tax-exempt auxiliary 

corporations by universities. In particular, he explores the degree to 

which such corporations might be used to give public institutions some degree 
of management flexibility oUtsiHe the bureaucratic control of state governing 
bodies. He examines the strengths and weaknesses of auxi 1 iary corporations 
from both the internal perspective fe.g., impact on the overall management 
of the institution) and the external perspective (e.g., competition with other 
units within the institutions for fund-raising. 

The final paper written by practitioners "An Identification ef College and 
University. Peer Groups ," by Paul E. Lingenfelter and James E : El sass , i s a 
study in whicii they describe an empirically based method for identifying 
college and uriversity peer groups. Their study shows how peer groups can be 
created using a set of _ quantitative criteria. This type of an approach to 
peer group identification will undoubtedly become increasingly important as 
the use of peer groups in decisionmaking becomes more prevalent and as the 
impact of the decisions they support becomes more critical. 

A second category of competition was sponsored for researchers in higher- 
eoucation administration. 

The first paper in. this category ."Evaluating Col lege Campus Closings for 
the 1980s: A Ease Application of an Optimization Model , " by Stephen A. Hoenack 
and Janet K. Roemer, describes a model for evaluating campus closings. The 
model the.y outline is designed to help state-level planners decide which 
campuses to close down using information about size, quality, costs, and 
estimated enrollment demand. 

The second. paper in the research category "Fear and Loathing Over 
Competition in Postsecondary Education^" by L. R. Jones, discusses the 
possible implications of comoeti tibh oh public higher-education institutions. 
In particular he examines how competition. might affect the potential for^ 
governments to intervene in higher education through regulation (in particular 
their t^^ndency to try to regulate market entry, prices, and program quality 
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and tb.recjiiire cdmpreh'erisi ve plahhiriq as a respbnse to the existence of 
ebmpeti tibri) . 

*The Impact of Circular A-21 on Property Control Systems of the 
One Hundred Institutions Leading in Federal Sponsored Research," by 
Meredith Snapp and John D. Porter, is a discussion of the impact of 
Circular A-21 on the property control systems of the major research 
universities. .In the first part of the paper they recommend enhancements 
to an institution's property accounts system that will allow them to. claim 
a significantly larger amount of indirect costs immediately. Then they 
describe theresul ts of a survey they conducted to determine the degree 
to which institutions take advantage of such cost recovery provisions 
within Circular A-21 . 

^'Information Systems for State-Level Decisions and the Budget," by 
Fred Thompson, explores a number of ideas related to the type of information 
needed to support the management of institutions. _ In particular ,_he 
discusses the problems California's Data System of Instructional Resources 
(DSIR) had in providi ng_ the information needed to plan and manage in a 
compet^'ti ve, student demand-oriented environment. In the process of 
examining the information implications of such an environment, Thompson 
explores a variety of ideas related to budget decisionmaking, competition 
in higher education, and state funding of higher education. 

The final researcher. paper "Indexing Tui tioh . to Cost of Education: 
implications for State Policy," by Dennis W. Viehland, Nbrman.S. Kaufman, 
and Barbara M. Krauth, examines the factors that must be considered when 
developing a state-level tuition policy based upon the cost of education. 
A survey they conducted revealed that 14 states currently index tuition to 
the cost of education. However the principal focus of the paper is a 
discussion of the pros and cons of indexing tuition to the cost of education 
and a cohsiderrjtioh of its implications for equity, access, state budqetiny 
practices, institutional autonomy, and cost containment. 

One last category of competition was designed to solicit papers from 
students . 

"Program Review and the Enrollment Crisis," by Kenneth G. Green, reflects 

on the program review process and its changed role given the climate of 

declining enrollments. This paper was selected for inclusion in this document. 

This compilation of papers is presented to the. reader in hopes of 
stimulating new responses to. the changes of the 1980$. The Planning and 
Financing Program at NCREMS is dedicated to the development of innovative 
ideas that help practicing administrators more effectively plan and budget- 
Given the inevitability of dramatic changes in the 1980s, effective planning, 
and budgeting will be no simpletask. It is our hope that this document might 
aid higher-education administrators in that task. 

Douglas J. Col lier 
Director, Planning and 
Financing Program 
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Faculty Realloeatibn: The Product, The Process, and The Politics 



The end to qrowth in enrol 1 men: . and resources in the Eighties wilj force 
colleges and uni versities to de\ S(3 acceptable plans for real iQcQtinq faculty 
positions arridhg academic . departments . Though the growth will be gone, the habit 
of havihg.itsbenefits will linger on with faculty, students, and society, for 
their aspirations and expectations have never been chained to budgetary exig- 
encies. Students and society will continue to demand the rapid staffing of new 
and developing programs to satisfy their changing wants. Faculty in established 
fields with fal 1 ing enrol Iments wil 1 resist programrnatic shifts that can only 
be staffed at their expense ._ The end to growth will provoke a crisis in campus 
governance and produce a challenge for campus leaders. Gollege and university 
administrators must. develop reallocation plans that can meet the changing needs 
of students ahd_ society and. can win the acceptance, or at least the acquiescence, 
of.current faculty. The Eoilege at Plattsburgh struggled to cope with this 
dilerma during my first six years as President from 197 ■ .:o 1980. Perhaps our 
experiences with reallocation might prove useful to other institutions as they 
face this problem in the Eighties. 



Growth in the mid Sixties and early Seventies had transfdrmed Plattsburgh 
State from a small, single purpose^ teacher training, institution ihto_a 
comprehensive universi ty col 1 ege df.five thousand students. The transformation 
was painless. as well as dramatic. Reallocation was never mentioned, much less 
used, Enrollment growth produced the faculty positions required for new and 
expand^"ng programs. As late as 1970, a State Master Plan had scheduled a 
doubling of the student body by 1980. Non one disputed the inevitability of 
this enrollment growth or doubted that it would bring a flood of new faculty 
positions in its wake. 

The fiscal crisis of New York State and a . 1 arge drdo in enrollment in.the 
mid Seventies exploded these assumptions, but tiie sudden turn of events left 
intact the expectations of faculty and students. Though the enrollment dpcline 
proved a temporary phenomena, budget cuts became an annual problem: Enrollment 
gi ew by seventeen percent from 1974 to 1977, but the College lost over eleven 
percent of its teaching and non-teaching staff and its funding increases averaged 
less thai three percent a year. 

The biKfqet crunch came at the -yorot possible moment . Changes in the Campus 
Mission ana In the career^ interests of students demanded the rapid staffing of 
new and developing proqrc^ "> in a period when the College had to slash its 
authorized personnel. Those developments produced qros-q i nequi ti es_ i n staffing 
among T^cadr, (lie departments. For example, the number of majors in Elemeiicary and 
Secondary Education plu,iimeted from nearly forty percent of the campus total in 
197C to twelve- percent in 1977: Meanwhile^ majors in Acco'i'-^tinq and Business, 
programs started in 1973, soared to thirteen percent by 1j"7; and those in 
Environmental Science, a degree begun in 1974, climbed to seven percent. Despite 
these shifts. Teacher Education had forty-three professors in 1974, while 
Accountiiiq and Business combined had just four and Environmental Science, two. 



Only the size of these progranrnati e changes makes them atypical. By the Fall 
of ""gyg, forty percent of our students majored in programs that had not existed 
eight years earlier. 

My first speech to faculty in the Fall of 1974 declared that the **more*' of 
tlie Sixties and early Seventies was over for . Plattsburqh State and for most 
colleges and universities. It predicted that the secc:nd half of the Seventies 
would demand the creation of a dynamic eol lege. whose capacity to respdnd_to 
the changing needs of students and soci^ety could not depend oh growth. I 
insisted that our College could not remain dynamc without a rational system of 
reallocating faculty lines among academic departments . Such a system requi red 
the establishment of equitabl e student/facul ty ratios frr all departments 
based on di sci pi inary needs and the implementation of ?.n annual reallocation 
process that permitted the transfer of faculty lines from underenrol led to 
overenrol^ed programs. 

The administration pressed the case for real 1 ocaticih _by presenting to every 
faculty member a five-year analysis of enrollment and staffing patterns fordl 
departments. Me insisted that each department review the comparative data fo.'^ . _ 
all academic units in order to encourage an institutional^ rather than a parr ial, 
perspective. _The statistics demonstrated that gross staffing inequities exi?..-H 
in a number of departments and indi\:ated that many of the current student/facuU . 
ratios owed more to historical accidents than to discipl inary needs. In a 
meeting with the Executive Eormnittee of the Facul ty Senate in the early Fall. 
I proposed that the Senate appoint a committee to recbfnnehd equitable staffing' 
ratios for each department, wh[ch would serve as goaU to _be reached ^wi thin three 
to five years. I also informed the Executive eommittee of my intention of_ 
instituting an annual reallocation process that Spring. It would place all 
vacant faculty positions in a central pool, whether they arose from retirements , 
resignations, or.the end of term contracts. Thc-gh the final decision on 
reallocation would re^t with the Vic^ President for Academic Affairs and the 
President, I asked thbt the Senate ajthorize its Facjlty Affairs Committee to 
participate through consul tatioh in the decisionmaking process. 

The plea for reallocation seemed rational^ but it clashed with the political 
reality of the current composition of the faculty and i cs representative bodies. 
In effect, it asked the facul ty and the f^acuUy Senate to accept and participate 
in a process that conflicted with the departmental interests of a majority ^f 
its professors. Between 1974 and 1980, reallocation took Dositions from fe.irteen 
comparatively large departments for transfer to only eight relatively small 
departments. In the. Fall of J974, professors from departments that eventually 
lost positions constituted 52% of the total facul ty; those frrm units that 
gained, only 16%; and those from groups that remained stable, 28%. Between 1974 
and 1980, Senators from departments that lost positions averaged .65% a year of 
the faculty representatives; those from units that gained, only 7, 6%;. and those 
from groups that remained the same, 21.4%. The crucial Standing Committees of 
the Senate had even fewer representatives from programs that benefited by 
reallocation. For example, in the entire six years^ both the Executive and the 

Faculty Affairs Cbrmiittees had not a single member from a department that 

gained positions. Given these statistics, the suprise i^ not that the Senate 
and its Committees at times resisted reallocations plans and attempted to restrict 
their scope, but that they participated at all.in.a process that clashed with 
their departmental interests and these of a majority of their constituents. 



The "issue of reallocation also divided the Cblleqe adini r,i s M\nioh . 
Plattsburgh , ^long with many colleges ard univ^-rsities, had attempted f ^ Liipc. 
with rampant growth in the Sixties and early Seventies by adoptinq a decentral- 
ized structure. It had five Kaculties: Kurnani M es , Social Sciences, Science^ 
and Mathematics, Professional Studies, and Genei^al and Coiitiruiinq Educai^ion: 
The Faculties operated almost as autondmdUs .school s . A niajarily uf the Oeans 
resisted the implementation of a eelleqe-wide realjdcaticri system. The. 
comparatively low student/faculty ratios in two of the Faculties made them 
definite candidates to lose positions; and those in a third narked. it as. a 
probably prospect. Thouqh one Faculty had a few program^ that would obviously 
add positions, it contained several large and powerful cep'^^tments that might 
ld.se" them. Its Hean, along with a majority of its facul t} , rr^niained at best 
ambivalent_on reallocatidn. .This decentralized academic orqanization hampered 
the central admihistratidn df.the Cdllege in pressinq for the ip)[ilenrentation of 
a College-wioe system of reallocation. 

The announcement by the Qovr^rnor in January of 1 975 of a larqe budget cut 
and position reduction transformed the reallocation issue into an imrnedia:te 
crisis . The Executive Budget di rected the el imination of at least nine facui t> 
pdsitidhs, along. with large cuts i n non-teaching personnel . If the Budget 
obviously presented a problem^ it al so afforded an opportunity ; I obtained 
permission from the Central Administration of State University and the Governor " - 
Division of the Budget to submit within one week an alternative plan for 
accomplishing the cuts specified in the Executive Budget. .The proposal, wfiich 
was accepted by University and State ficiais, substituted administrative 
positions for the mandated deletions in faculty lines. The Plan reduced the five 
Faculties to two, "Arts and Science" and "Professional and General Studies".. 
The reorganization permitted the elimination of two Deans and two Associate Deans. 
The Plan also deleted the positions of three Assistants to the President, an 
Executive .ecretary to the President, and an Assistant Vice President for Student 
Affairs. The crisis had the effect. of reducing the unreal istic expectations of 
the faculty on future growth; and its solution demonst^^ated my determination to 
eliminate faculty lines only as a last resort. If . the mandated cuts in faculty 
had been made, the prospects of implementing immediately a system of reallocation 
would have been clashed, or at least seriously diminished. 

Though the Faculty Senate in February of 1975 voted to "strongly di sapprove" 
the prdmujqation of a new academic organ i zation wi thout appropriate constil td - ion , 
most faculty seemed pleased with. the new structure and del iqhted that the budget 
crisis had been solved without eliminating teaching lines. Clearly; the Senate 
liked the product of the reorganization, but disapproved of the process. On 
the next vote at the same meeting, it authorized the Standing Committee on 
Faculty Affairs to consult with the President on faculty reallocations for the 
comi'ig academic year. 

In. December of 1974. the Senate had considered my reguest for a ommittee . 
to develop weighted student/faculty ratios for each ciepartment based on the needs 
of the discipline. It authorized the Executive Committee to appoint an ad hoc 
group not to determine equitable ratios buty to "study the various implications 
of assiqninq different student/ facul ty ratios to different departments as 



well. as the presumptive grbtirids for differential ratios;" It eharged the 
Gbmmittee to complete its deliberations by the e"nd_of the second semester. 
Three of the five faculty members oh the Ad Hoc^C^ froin departments 

that were certain to lose positions under any rational staffing formulae. 
It was also chaired by an Assistant to the Dean of a Faculty that would un= 
doubtedly suffer reductions. 

The Cormiittee struggled with its.task for three months. It solicited 
written.ahd oral presentations from all departments on the desirability and 
feasibil i ty of developing weighted ratios and on the factors to be considered 
in determining them. Naturally, all departments stressed the ingredients 
unique to their disciplines and either justified their current ratios or 
argued for increased staff. The Committee presented a two-paqe "Preliminary 
Report" in late March of 1 975 to meet the. deadline set by the Senate.. The 
report merely conceded that . student/facul ty ratios should vary among departments 
and listed^ by way of example, some faccbrs that obviously should influence 
staffing levels, such as mode of instruction, contact hours, class size and 
class level. Though the Senate Chair reappointed the same Cormiittee for the 
following academic year; the group never completed its work. Frankly, the 
administration and the leaders of the Faculty Senate tacitly conceded that 
agreement on weighted ratios was unlikely and that even the prospect of 
developing them appeared too threatening to a majority of the faculty and their 
academic departments. 

_ Weighted student/faculty ratios by discipline made educational, but not 
political, sense. By raising a general issue that touched every department, it 
spread anxiety across the Campus: The imagined losses of positions flowing from 
such ratios far exceeded the number of positions that were likely to be 
reallocated in practice^ Though the failure to develop such ratios was 
predictable, the attempt constituted an essential step in the politics and 
the process of developing a system for reallocation. It prevented opponents from 
asserting that no real location _ shdul d occur until the faculty could determine 
what constituted equitable ratios for each department. 

The practical approach through the annual reallocation process proved more 
successful. It threatened directly each year only those departments with 
vacant positions 1n the pool. The first consultation with the Faculty Affairs 
Committee in early June 1975 followed an obvious pattern. Since this was the 
first effort at reallocation, the Corpitt probably wisely, took a corTservati ve 
approach. The reallocation pool held twenty-four posi tions>_ most of which arose 
from the end of term contracts. The Committee recdmrnended the reallocation of 
only four lineSi all of them generated by_resighatidhs and retirei^ehts. It 
claimed that the dbvldus staffing heeds df growing. programs could be diminished 
by avoiding cdurse duplication with the more established departments and by 
utilizing the multidiseipl inary talents of existing faculty to teach courses 
in the expanding fields^ Unfortunately^ the administration felt that the situation 
demanded the transfer that year of six positions , with the additional two lines 
coming from non-renewals. A better strategy for the first attempt at reallocation 
might have been to accept intact the recommendations from the Faculty Affairs 
Corrtnittee and td avdid initially the use df non-renewals. 
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Thoucih the Faculty Affairs Cdniiii ttee . had not recdrrimerided the real location 
of positions that involved non-renewals, it had accepted.! h pri nci pi e that 
such positions becarrie a part of the realldcatibn pool. Their inclusion ^n.the. 
pool, and use by the administration, produced a stormy reaction that threatened 
the entire process bf reallocation when the Faculty returned for the Fall 
Semester in 1975; In the previous year, the Senate had charged the Faculty 
Affairs CdfTBnittee to prepare "in cdhsUltatlon with the F'resident Policy en 
the Reallocation of Faculty Positions'." The policy recommended to the benate 
in the Fall of 1976 declared: 

A cpl.ege in a prolonged period of steady-state resources and staff 
positions must be especially vigilant to maintain a posture Of 
adaptability to changes in institutional academic requirements. 
As faculty positions became vacant through resignation, retirement, 
or at the end of a term contracts a decision must be made on where 
each vacant position can most effectively be used to fulfill the 
irstitution 's academic needs. ...While the final responsibil i ty for 
these decisions rests with the college administration, it is imperative 
that fCulty perspective on reallocation become an integral part of the 
decisionmaking process through interactive consultation. 

The report also proposed that the Senate authorize the Faculty Affairs COniniiitee 
to consclt annually with the administration on reallocation. 

The Committee had hoped to soften the impact Of its acceptance of non-renewals 
for reallocation by suggesting that in such cases the administration should explore 
"ways to: drovide for the incumbent through the assignment Of new responsi bi 1 1 ti es . : 
This effort failed. The Faculty Union on Campus, a chapter of the Statewide 
Unit-^d University Professions, warned all faculty not to participate in a 
process that might result in a loss of jobs for their colleagues. The Senate 
obviously felt the influence Of the Union position when it debated the Report 
of its Faculty Affairs Eonmittee in October. After two hours of passionate 
argument, the Policy Statement passed_only When the Chair gf the Senate broke 
a deadlock by voting its favor. The Senate then rejected the recommendation _ 
from the Faculty Affairs Committee that it consul t permanently wi th the admi ni - 
stration in the reallocation process. Finally, after a number of members had 
left the Senate by a close vote authorized the Faculty Affairs Committee to 
consult for that year only and to report on the results at the next session of 
the parent body. _ Clearly, the Senate had sent an unmistakable warning to its 
FacuHy Affairs Cbnmittee. 

The Committee got the message. In December, it surveyed the faculty on two 
questions ; 



"1 . Should the Faculty Affairs Committee (or any other committees of the 
Faculty Senate) make reconmendations to the President on matters 
relating to the reallocation of teaching faculty positions...?" 

"2 If the Faculty Affairs Committee does make recommendations to the 

President, would yOu prefer that it consider only the real location of 

vacant posi tions . . .and not... the reallocation of positions occupied 
By incumbents?" 
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the responsesf rdm 51% of the faculty dembhstrated that the issue divided them 
no less than thei r Senate representati ves i Fifty percent tfidught the Faculty 
Affairs Coimiittee should make recommendations to the administration oh reallocation, 
but 42% disagreed and 8% remained undecided. On the second question, 45% felt 
the Committee should not consider for reallocation positions occupied by 
ihcumbehts at the end of their term contracts ^ yet 41% believed they should 
arid 14% were uricertairi^ Faced with this division ^ the Committee went with the 
largest percentages. It decided to consult on positions generated by 
resignations and retirements, whi 1 e_ refusi hg to consider those occupied by _ 
incumbents^ It ^ ter agreed to deal with the latter, but only, after the admin- 
istration had vacated them by non-renewals. The pattern established in this 
first effort at real location wc s repeated in the fol lowing two years . The Senate 
annual ly_ authorized the Faculty Affairs Conmittee to consult for that year only; 
arid the Committee cdrisisteritly tried to restrict the number of lines transferred. 



Despite these difficulties^ the.aririual reandcatibri process.between 1974 and 



1977 took 23 faculty positions from departments with. cbmparatively.ldw. student/ 


faculty ratios. Unfortunately, 


budget reductions eliminated 9.5, 


leaving bnly 


13.5 for real location . 








Positions Lost 




Positions Gained 




Education 


6 


Business 


4.50 


English. 


3 


Envi rbnmerital Science 


3 


Physical Education 


2 


Biology 


1 


Physics 


2 


Chemistry 


1 


International Studies 


2 


Computer Science 


.50 


Art 


1 


Geography 


;50 


Computer Science 


1 


Special Education 


2 


Home Economics 


1 


Comprehensive Educational 


Center 1 


History 


2 




13.50 


Sursirig . 


1 






Foreigri Lariguages 


] 






Music 


.1 








n 







Forty-eight percent came from resignations ; 39% from non-renewal s ; and bnly ^13% 
from retirements. Give the high percentage from non-renewal and the political 
power bf.the departments that lost positions, the question arises as to why 

the faculty allowed the process to continue for three years. Reallocation 

appeared to have few faculty advbcateSi for even professors from those pngrams 
gaining positions seemed. rel uctant tb .suppbrt .publicly a system that adve sely 
affected the departmental interests of many of their colleagues... On the other 
hand, the annual reallocation approach had the advantage of cbnfiriirig the inevitable 
protests to those few departments that lost lines in any given year. Uridbubtedly, 
the administration's success in handling annual budget reductions with only the 
smallest cuts in teaching lines partial ly explains faculty acquiescence in 
real lbca_tidri,_ Finally^ the data circulated each year comparing student/faculty 

ratios fbr all departmerits presented an irrefutable case for reallocation^ 

Faculty could, and did, dispute the specifics df reallocation, but they could not 
deny its necessity; 
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By the Spring of 1 977, it became cl^ear that three years of reallocation 
had failed to staff adequately new and growing programs^ The annual reanocation 
process had. also .produced unintended side effects. It played havoc with 
pl.anning, since departments never knew whether, or when, they might gain or lose 
positions. Thi s . uncertai hty created anxiety amonq junior facul ty who feared 
thac their posi tioris .might be transferred at the end of their teriii. contracts. 
Even junior members from departments with reashnable . student/facul ty ratios 
often imaginedtheir positions in jeopardy: "he administration could not reassure 
them without appearing to short circuit the consuUation process: The annual 
review al so encouraged the admi ni stra tors to recomir^nd only one-year contracts : 
To give multi-year contracts to faculty in ^ome departments and not in others 
would seem to prejudge the results of the yearly coiisul tati on . In addition, 
vacancies uswa".ly arose in the late spring dr. early summer, which left insufficien 
time to find and attract the best candidates in academic _ fiel ds where rising 
enrollment made faculty recruitment a growing problem. In s.ummary , _ the annual 
reallocation approach depended upon the random occurrence of vacanci es . rather . 
than on the real and timely needs of the academic departments. In addition, the 
real 1 oca t ion pool "ran dry" after three years of intensive use . The relative 
youth of the _facul ty meant few retirements; and resignations came increasingly 
in academic fields where heavy enrollments demanded replacement rather than 
real location . 

Obviously, the College needed a new approach thet would transfer positions 
nile avoiding the defects in the anntjal reallocation process. .Again, external . 
pressure provided the occasion for internal change; In May of 1977, the Central 
Administration of State University required that each of its units accompany 
its budget request for fiscal 1978-79 with a five-year forecast of enrol Iment 
and staffing levels for current and projected programs. The administration of 
the Eon eqe" decided to. use this request to develop a five-year staffing plan 
as an alternative to the annual reallocation system. 

The methodology for the Plan involved a variety _df i nputs . . Naturally, 
enrollment trends received considerable attention.. A straiqht-1 i ne projection, 
based on the historical rate of growth or decline In majors for the last five 
years, established an exaggerated trend. A weighted average, counti ng .more 
heavily the number of majors in recent years, provided a moderated projection. 
Within the parameters of these two trend lines, we estimated the number of majors 

for each program by considering state and national data on program preferences 

and career opportunities and by. Utilizing three years of statistics on the program 
choices of our applicants for admission. The initial projection produced a 
total enrollment for the College that far exceeded what the State of New York 
was likely to fund at an acceptable appropriation per student. We then set an 
enrollment target for the Col_lege in 1 982-83 based on an .estimate of the 
availability of State funding and redid the projection of majors for each 
academic program as a percentage of this target. 

These projections indicated that, if the Col 1 ege al lowed several popular 
programs to grow on student demand, it would experience an unplanned rpvnliJtion 
in its educational mission. A Campus that had struggled to become comprehensive 
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college from a single purpose teacher traihinqihstitutidh could, if it 
succumbed completely to student demands, find itself transformed into a 
single purpose business and professional school ^ To'avbid this result, the 
Plan . set the number of majors for. several popular programs at a level that 

wbuld_ehsure a viable total enrblTment for the College yet maintain ah 

enrollment. balance among its. academic programs. A computer program developed 
by the National Center for Higher Education Managerrient Systems al lowed the 
conversion of th& estimated number of majors for each program into the_ 
projected departmental enrollments, which included the course load generated 
by non-majors as well as majors. 

the task remained to determine staffing levels in each department^ Again, 
the. approach utilized a variety. of inputs. An annual publication by the Central 
Administration of State University allowed a comparison of the student/facul ty 
ratios of departments at Plattsburgh with those. for the nine other Senior, 
Arts and Science Colleges in the System. The Plan usually made adjustments when 
the staffing levels of a department at Plattsburgh differed widely from the 
average for the same unit in the Senior Colleges. When such variances re:flected 
a conscious choice of campus priorities rather than a malapportionment of 
faculty^ the staffing plan continued them. For example, a revised Mission 
Statement, developed by a. large committee of facul ty, students , and admin- 
istrators, had selected _nihe. academic areas for special emphasis based on the 
quality of faculty and facilities and dh student needs. The Five-Year Plan 
reflected this emphasis by allowing thdse departments richer student/faculty 
ratios than their counterparts at the other SUNY campuses. A preliminary analysis 
revealed that no plan could correct all staffing inequities in five years. 
Even the more realistic target of removing gross inequities would have required 
the transfer of approximately forty faculty positions; Simulation df how and_ 
where such a large number of lines could be obtained demonstrated that it could 
not be achieved without devastating facul ty moral e and without a "radical change 
in the missidh of the Cdllege. 

Much has been written about, the merits of retrenching entire degree programs 
as a means of producing faculty lines_for real IdLntion. A careful analysis of 
its potential benefits and costs at Plattsburgh led to a rejection of . retrenchment . 
Most of the College's departments with comparatively low student/faculty ratios 
were in the traditional liberal arts, where ninety percent. or ^more df their 
enrollments flowed from service courses for non-majors . Eliminatidh df the __ 
majors in several df these disciplines would have produced few lines for reallo- 
cation, since they needed most of their faculty for service courses. Retrenchment 
of such programs would have seridUsly Undermined liberal education on campus 
and would have damaged the morale df the entire liberal arts faculty. . 

Retrenchment of a large professional program, which did. hot offer service 
courses for non-majors, appeared at first glance an acceptable solution. 
Simulation of the consequences of such a decision revealed that it might well 
reduce the total enrollment of the Campus below the level needed to support.ah 
adequate budget. . It appeared doubtful that the College could replace enrollments 
in the retrenched prdgram by cdmparable increases in other fields: The Resource 
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Recjoirerrieht Prediction Model, developed by NCHEMSi also derridhstra ted that the 
elimiriatibri of a large professional _ jDrbgrarri wbul d . rai se dramatica"! 1y the cost 
per credit hour in a number of the liberal arts disciplines by removing 

the course enrollments generated by majors from the retrenched jDrqgram; As 

a result of these simulations, the Five-Year Plan used program reduction rather 
than program retrenchment. 

The Plan proposed the shift of twenty-five full -time equivalent faculty, 
lines from underenrol 1 ed to bverenrol led programs. Only. hi heteeh ihvblved_the 
actual transfer of faculty positions. The other six utilized current faculty tb 
teach courses within their expertise in programs outside their home departments; 



Proposed Reallocation 



bbse 

Earth Science i 

Education 7 

French 3 

History 1 

Music 1 

Philosophy ] 

Physics ] 

Psychology 1 

Spanish 2 

Theatre -t 

Total 19 



Gain 

Business 8 

Computer Science 3 

Environmental Science 2 

Fbbd and Nutrition 1 

Geography ] 

Mass Media 1 

Sociology 1 

Special Education _J- 

Total 19 



In addition, the following faculty shifts will be made; 

Anthropblogy .33 PTE faculty each semester to Environmental Science 
Biology - 1 FTE faculty each semester to Ehyi riDnmehtal Science 
Chemistry - 1 FTE faculty each semester to Cbmputer.Sciehce 
Education - 1 FTE faculty each semester to Special Education 
English - .50 FTE faculty each semester to Environmental Science 
Math - 1 FTE faculty each semester to Computer Science 
Physics - .66 FTE faculty each semester to Environmental Science 

Total - 5.99 

The Plan provided for the . annual review and revision, if necessary, of its 
enrollment projections and staffing targets. 

Current as well as projected enrollments demonstrated the.need for the Five- 
Year Plan. Despite the previous efforts at reallocation, by 1977 the ten, 
programs scheduled to lose positions had a collective student/faculty ratio of 
17.4 to I, while the eight slated to gain them had a composite ratio of 28 to 1 . 
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Although the nature of many of the disciplines losing lines requi^ 
ratio than most of those that obtained them, the disparity was obviously 
excessive. The Plan attempted to reduce these gross inequities. 

The Fi-/e-Year Plan also tried to remedy the uncertainty and the weaknesses 
inherent in the annual reallocation approp'^n. It sought to make reallocation 
mure rational and less painful by spreading the shift of positions over five 
years and by utilizing the mul tidi scipl inary expertise of current facul tytt 
offer courses in developing programs. The time span al lowed th fullest use of 
both retiremehts and resignations ^ which cushioned the impact ou current faculty: 
Its authors also hoped the Plan would encourage early retirement > in departments 
scheduled to lose positions. The administration, after discussions with the 
departments concerned, would determine the year for the transfer of each position. 
Such decisions would consider when the departments needed the posit'ons, when 
those that held them could best affort to lose them, and when the reallocation 
would have the least harmful effect on any incumbents in those lines. It was 
hoped that in most cases the reallocations could be scheduled so that it would 
have dhly.minimal effect on existing faculty and that contractual obligations 
could be fully respected. 

The Plan also attempted to diminish the. scramble by departments for 
enrollments solely to keep or increase the size of their current faculty. Since 
it set staffing levels for five years, growing departments would gain nothing 
by obtaining more students than those projected in the Plan. Departments with 
declining enrollments would know that the Plan had considered these trends. when 
it fixed the number of their facul ty. It was expected that the future would 
require only minor adjustments to solve small shifts in enrollments among 
departments. The College could handle these slight variations by relying 
exclusively on resignations and retirements unanticipated in the five-year 
projections . 

Tl^e Five-Year Plan responded to a request from the Central Administration 
of State University. Unfortunately,, that directive came in late May of 1977 at 
the end of the Spring Term and required a reply by early duly. Though the admin- 
istration prepared the Plan in consultation with the Budget and Resources 

Conmittee of the Faculty Senate, the deadl ine for itssubmission prevented its 

general discussion on campus. The administration presented the Plan to the Central 

Office of State University as. a tentative proposal and promised a finalized 

document afte^ a full discussibn.with the faculty and students during the coming 
Fall Semester. Even though the Plan had been developed in full consul tation with 
the Budget and Resources Coimiittee, the administration decided to accept the sole 
responsibility for its authorship. We feared that any declaration of shared 
responsibility for such a controversial plan might appear to "scape-goat" the 
Senate Committee and could endanger consultation with faculty groups in the future. 
My opening speech to the Faculty in September presented the full details of the 
Plan, explained its motivation, and defended its specific proposals. The speech 
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included a wealth of data on enrollment and staffing trends for each department 
that clearly supported the need for a fresh approach to reallocation. I 
emphasized that the Plan represented only a tentative proposal , urged its full 
discussion by faculty and students, and solicited alternative solutions. I 
promised to call a Faculty Meeting at the end of the Fall Term to present a f^'nai 
Plan. 

The proposal generated a heated, but one-sided, debate on Campus. Dn.the 
Senate floor, in faculty and departmental meetings and in student forums, it was 
universally criticized and condemned. A visitor to Campus might well have 
concluded that the Plan had no advocates outside the administration. Faculty 
and students from programs that received positions were conspicuously absent or 
strangely silent. Despite my plea that cr 1 tics should propose their own solutions, 
hidst faculty and students condemned the Plan without suggesting alternatives. 
The debate supported the adage that academics often regard the process.as more 
important than the product. Many complained that the administration always _ 
developed such plans during the suimer when most faculty and students had left 
campus. Others thought that academic freedom and due process demanQed consultation 

with each of the departments adversely affected before the development of the 

Plan and its submission to the Central Administration of State University^ Some 
felt that dnly.the Faculty as a whole or its governance bodies could legitimately 
produce such Plans. Others believed that the administration should not have 
submitted even a tentative proposal without its ratification by majority vote of 
the faculty. 

Some faculty, who opposed the Plan, did propose alternatives. Unfortunately, 
the desirability of many of their solutions was exceeded only by their impossibility. 
Several suggested that the College merely recruit students into majors so that 
our future idmlssldhs would match current staffing patterns. Others insisted 
that the administration should simply demand more faculty lines from the State. 
One group proposed reducing the number. of majors in popular programs to a level 
appropriate for their current. staff , without considering the potential effect of 
such a step on the total enrollment of the College.and the budget cut that 
might result. Another group insisted that the staffing problem would vanish, 
if the College imposed a core curriculum requiring students to take a large, 
number of specific courses in the underenrol 1 ed liberal arts departments. This 
approach could not reduce the staffing needs of professional programs or help the 
liberal arts i h general , si nce_ students in professional majors already took 
two-thirds of their course work in the liberal arts fields. 

The debate did. evoke a. number of Important and. dominant themes. The first 
suggested that the College ih.its rush to: develop the full range of degree 
programs had neglected liberal learning for all students, whatever their major. 
Many who echoed this theme felt that the Five-Year Plan cut too depply Into the 
liberal arts faculty, especially In the Humani ties . A second theme insisted that 
the College should utilize more fully the mul tidisciplinary talents sf its 
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existing faculty to sujDpbrt grdwing acaderhic prdgrarns. The third raised the 
possibility that some realistic. adrnissibhs Testrictidns could moderate^, 
though "not eliminate^ the staffing heeds of. growing programs. A comprehensive 
and creative Report from the Undergraduate Studies GbfTtnittee of the Faculty 
Senate included all of these themes^ It managed to voice the legitimate 
cpncerns of the faculty, while recognizing the real problems that the Five-Year 
Plan had attempted to correct. 

The revised Five-Ygdr Plan^ presented in a speech to faculty in December of 
1977, reflected these. themes . It reduced the number of pdsi tions. slated for 
transfer from 19 to 13 and restored most of the. cuts made. in the Humanities. 
(2 each to French and Spanish and 1 each to music and philosophy). The revision 
also cut the reallocations to Business by 3 a^d took 1 each from Gomputer Science, 
Geography, and Sociology. It coped with these reductions by lowering enrollment 
targets for several popular programs and by setting annual admission ceilings 
to keep their number of majors within these limits. 

The speech attempted to capital ize dn_ the prevailing impression among many 
faculty and students that the Gol lege should somehow strengthen liberal education 
on campus. I proposed that the administration and the Executive Cbmnittee of 
the Faculty Senate appoint a Task Force of faculty and students to propose a 
new general education program for the College and promised to fund its work^by 
keeping vacant for one year a top administrative position. I urged that this 
new program be tailored to_the needs of our students and to the mul tidisciplinary 
talents of our faculty. (Two years later, the Faculty Senate adopted a new 
general education program for the Gampus.) 

The Revised Fiye-Year Plan is now in its fourth year. Its ehrollmeht 
prosections have proven reasonably accurate] and its reallocations have been 
accomplished with minimal effect on departments that lost positions and without 
violating _the contractual rights of faculty. Its successes , or at least the ^ 
absence of major problems, appear to have persuaded most faculty of its necessity. 
In response to a survey taken as part of my evaluation as president in 1979, the 

faculty voiced general approval of the Revised Five-Year Plan. Fortunately, 

that evaluation occurred after two years of experience had established the value 
of the Plan. 

The Five-Year Plan failed in only one respect. It did not supply.endUgh 
faculty positions to satisfy the needs of our most popular programs. For example, 
by the Fall of 1979^ Accounting and Business had 70 majors per faculty; Gomputer 
Science, 60 td 1; and MassMedia, 52 to 1. The additional transfer of a 
significant. number.df facul ty_1ines_ between departments now appears impossible; 
Between 1974 and 1980,. the Cdllege has reanocated 42 pol i tions , 14% of its total 
faculty. Six.years of extensive reallocation has left all of the departments 
with comparable or higher student/facul ty. rStids than their counterparts in the 
other units of State University. The problem lies with the excessive student/ 
faculty ratio for the entire Gollegt, the highest of the ten Senior Cdl leges in 
the University System. 

This Fall the administration proposed a Second Five-Year Plan to solve this 
problem. Previous realldcation/plans dealt primarily with the faculty, or the 
supply side of the student/faculty equation. The new Plan starts with the demana 

side. It reduces total enrdllmeht by fdur hundred students over five years^ 

largely through selective cuts in the number df majdrs in the most popular programs. 
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eomparative data with the other Senior Colleqes denronstrdte that Plattsburgh is 
overenrolled as well as . understaffed . These statistics ind-.cate that the State 
should allow the reduction without a loss, in budget arid staffs since it. has 
not. provided adequate support for the number of students currently enrol led. 

The Plan also seeks to enhance the attractiveness i several programs and 
tc utilize more fully the talents of current faculty by combining professors 

from fourteen departments into five mul tidiscipl inary Centers : Art, Music and 

Theatre; Business and.Fcdndmics^ Environmental Studies, Huiiian Services; and Teacher 
Education. A final element calls fo:r.the retrenchment of our Campus Laboratory 
School- (N-8) and the reallocation of its sixteen teaching; positions to popular 
undergradua programs and to the new Gehters. 

The Second Five-Year Plan, devel^oped in consultation with the Budget and 
Resources Committee, has been presented to the Faculty and to the student body_ 
for discussion and revision. The administration also submi tted i t as a tenl:ative 
proposal to the Central Administration of. State University and to the Goverror's 
Division of the Budget. I have promised to present a revised Plan to the frxulty 
and students in early January: 

It is too early to foretell the fate of the Second Five-Year Plan, either on 
the Campus or in the Capitol at Albany. Although faculty seem pi eased .with the 
selective enrollment reduction and with the reallocation of positions from the 
Campus School, some professors from departments merged into Centers appose this 

step, ethers applaud the concept of ..the Centers , but most of them are not 

perso ally involved. The _reactidn_df officials from State University has been _ 
supportive; the response from the. State Gdvernment remains a question . ' Only time 
will tell how the Plan wilt fare in these.multiple arenas. If past experiences 
offers a guide, the campus discussion wi 1 1 _ undoubtedly imprdve the Plan. 
University and State officials will probably accept it as. a rational way. of 
meeting the challenge of che Eighties by satisfying the changing needs df students 
and sdciety wi thout"'dependi ng on growth ir enrollment and resources. 

After six. years df experience, what have we at Plattsburgh learned about 
the product, the process, and the politics of faculty reallocation: 

1. Thac the process and the politics df reallocation arc as important 
as the product. 

2. That multi-year reallocation plans are decidedly preferrable to an 
annual ad hoc process . 

3. That real Idcatidn should seek to achieve rather than determine ^-he 
Mi ssion of a cdl 1 ege . 

4. That a practical , i nducti ve , apprdach td reallocation is better than 
a theoretical, deductive approach. 

5. That the annual circulation to all constituencies of full information 
on funding and staffing levels for all academic and non-academic units 
of the College is essential to creating an atmosphere conducive to 
real locat idh . 



That^ thdugh the faculty and i ts cummi ttees can shape and revise 
reallbcatidh plans through consultation, the admini stration must 
initiate and accept full respdnsibil ity.for proposals that affect 
'^adversely the cargoes and departrrierits of current faculty. 

That the administration should net anticipate public support_for 
rec^llocaiion plans even from faculty and departments that will benefit 
by them. 

That the administration can expect initially only faculty acquiescence, 
or tacit acceptance, for. real location proposal s--dpproval will come 
later, if it comes at all. 
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Managerial Styles in University Budget Planning 



Ihstitutibhal budgeting has been. characterized as an increasingly 
signifieant administrative functidni the operating budget having betn 
described by many administrative officers as_!'the most important educational 
document in the university (bee and Bowen 1975^ p. 58)." In the present 
climate of financial constraint and accountability -'n postsecondary 
education, budgeting has become, if possible, even more important; 

this'paper deals with an area of budgeting within higher-education 
institutions, namely, the development of budget requests in large public 
universities. The study has focUsed on the_rrianagerial styles used by 
university executive officers in preparing FY80 aind FY81 operational 
budget requests to state authorities. The use of an "open" managerial 
style has been investigated in 32 public reaseareh universities, research 
findings having indicated the extent and preference among administrative 
officers for Open budgeting practices. 

The theoretical perspective Of the study has been discussed in Section 1 
of this paper. Section 2 has dealt with the design used to investigate research 
questions. Highlights of findings and conclusions about openness in budget 
development have been describe-^ in Section 3. Implications _of the findings 
for further research and practice have been offered in Section 4. 



Theoretical Perspective 
Importance of Study Topic 

The que:;tion of managerial style has_been of importance to scholars and 
practitioners alike, influencing especially the processes and outcomes of 
administrative behavior in complex universities (Hodgkinson 1970; Astin and 
Scherrei 1980). Moreover, the resolution of organizational problems or 
crises crften requires the use of varying managerial^ decisionmaking styles, 
appropriate to both the stUrcture and traditions of the organization and 
the personal perspective of top management (Weathersby 1975). In other 
words, the managerial styleof university executive officers_might well 
define the administrative climate of an institution, influencing also its 
capacity to react and perform in a changing environment. 

The present research study has proposed a specific managerial style, 
called the open model of budgeting, to better inform and el icite_ institutional 
support for university budget making processes. Provision of this detailed 
model might also allow university admi nistrative off icers to assess their 
contributions, and those of internal colleagues and constituent groups, to 
the budget planning process. Moreover, the development of the open model 



IS 



ERIC 



of bddgetihg is consistent with research recotmiendatiops proposed at the 
National Research Agenda Conference^ sponsored by the National institute 
of Education. At the conferencei academic ard admihistrative practitioners 
ranked the topic "comparative effectiveness of open and closed managerial 
styles" first among 50 proposed research topics about the finance, productivity* 
arid raanagemerit of postseedndary institutions (NCHEMS 1976). Participants 
cited the need for research insights into executive-level managerial decision^ 
making in this present period of financial stress and change. 

Models of Budgeting 

The open model of budgeting posits a participative, functional approach to 
budget development, having been based chiefly on Burkhead's functional typology 
Of gdVerhmehtal budget planning and decisionmaking (1956). Burkhead described 
budgeting as the interaction of three functions, overlapping but distinctive 
from one another: comnunication, expertise, and responsibility (Figure 1). 



Figure 1 

Typology of Budgetary Functions 
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He defined them in the fdlliDwihq fashion (1956, pp. B2-e): 

1; eoimioni cation consists of hearing the . representatives . of 

affected groups. . .being conversant with their. way of thinking 
and able to establish a reciprocal exchange v/ith them. 

2. Expertise consists of measurement and compari son of the 
consequences of alternative public policies in so far as 
possible in quantitative terms ... undertaken by staff to 
assess important economic, sociological, (and) administrative 
considerations . 

3. Responsibility requires an appraisal of the pol i tical . power 
groupings .. .to test the realism of proposals in relation to 
these groupings and to... face criticism for the decisions 
that are made. 

Burkhead's approach has emphasized the need for communication between 
decisionmakers and affected groups , quantitative analysis of budget requests 
and policies, and the use of what might be called a political decisionmaking 
style. 

The proposed model has followed Burkhead ' s assertion that budgeting 
involves. an interplay of primary functions. These functions have been 

defined in similar but. more comprehensive terms than those proposed by ^ 

Burkhead. As hypothesized, the open model consists of three primary functions, 
communication, technical analysis, and partici pati ve.deci sionmaking , and eight 
related variables which were perceived as critical elements in University 
budget planning processes (Figure 2). 

Though not identified through an empirical analysis, openness variables _ 
were carefully selected and defined in terms of the "technical" and "political" 
budget activities frequently .attributed to public budgeting processes (Schick 
1980; Caruthers and Brwig 1 979).. The open function of technical analysis 
was associated with administrative or technical budgeti ng procedures , these 
being primarily the use of quantitative measures and systems for^request and 
issue analysis. The functions of communication and. participative decision- 
making were closely associated with political activities, such as bargaining, 
information sharing, and negotiation about budget requests. In summary, a _ 
goal of this study was to propose a typology which incorporated both technical 
and political aspects of budgeting, the categories of activity perceived as 
fundamental to budget development in both governmental and higher-education 
. institutions: 



Functions and Elements of the 
Open Model of Budgeting 



Openness Functions 



Elements of Openness 



consul tatidri 



communication 




tinderstanding of the budget 



planning process 




analytical procedures 



technical analysis 



-issue identification 




use of a participative process 



influence on decisions 



participative 



cbhsensus on .decisions arhdSig 
— central officers 



decisionmaking 




consensus on decisions among 
-^central of ficers and 
constituent groups 



In the proposed model the function of cdmmuhicatidn has reference to 
consultation, understanding and feedback about budget proposals between 
decisionmakers and constituents, consultation occurring through formal and 
informal means (Moos 1972; Lee and Bowen 1975; Millett 1968) . Technical 
anal y si s has reference to budget request review, of ten by professional staff, 
to compare and contrast the merits and weaknesses of proposal s and to raise 
pertinent issues (Balderston 1975; Rourke and Brooks 1966; Glenny et al 1975). 
The function of participative decisionmaking has described a politicized style 
of decisionmaking characterized by hegotiatidn attempts at decision influence, 
and consensus building (Scott 1975;:AAUP 1966; fldrtimer and McCdhnel 1979). 



Study Sample/Survey Ihstrumant- 

A multiple sample, comparative survey design was used to investigate 
major and supporting questions about the open model of budgeting. The 
Budget Planning Profile (BPP), a survey instrument developed for the study, 



Research Design 
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was directed to three groups of central officers who. prepared institutional 
budget requests in 32 state universities:' vice presidents for academic 
affairs (VPAA's) , vice presidents for finance or administration (VPF'S)^ 
and central budget staffs (CBS*). In a preliminary survey of Research I and 
Il-level institutions (Carnegie Commission on Higher Education 1973) , these 
respondents had been identified as accessible and expert participants in 
the budget planning process. 

The BPP, a closed^ multiple choice instrument^ consisted of 32 questions 
about the functions, elements, and activities of planning .hypothesized from 
the open model of budgeti ng^ Pretested among executive officers and. staff 
at thenJn4versity of Minnesots, the BPP probed the respondents ' knowl edge and 
preference for open budgeting practices at their flagship or system-level 
institutions. Responses were secured from approximately two-thirds of the 96 
potential respondents, return rates among respondent groups having been as 
follows: half of the 35 VPAA's, two-thirds of the 28 VPF's and three-fourths 
of the 32 CBS' . 

Treatments of Findings 

A two stage analysis of responses was completed, the first to be discussed 
in.the following section. The second stage of analysis will be dealt with in 
a later section of the paper. In the first stage, responses to the 32 BPP 
questions were summarized and measured, the general purpose of this stage of 
analysis being to answer one of the two major questions of the study: have 
executive officers used open budget planning processes in prepari nq_ budget 
requests? Two measures, the analysis of varianceprocedure anova (Nie et al 1975) 
and Fattu's nomograph (University of Minnesota 1945), indicated statistically 
significant differences among group responses, suggesting varying perceptions 
and preferences about budgeting activities. 



Study Findings 

Selected findings dealing with the primary functions of the open managerial 
style, "communication, technical analysis, and participative decisionmaking, 
will be highlighted. Planning activities of two sets of participants will be 
described: 1) central officers, these being chief executive officers (CEO^s), 
chief academic officers (CAO's), central budget staffs, and trustees/regents; 
and 2) internal constUuent groups, that is, the collegiate deans, faculty 
budget or planning committees, department chairs, and student representatives. 

Communication 

Cbnsultatidn about budget requests submitted to central administration 
tended primarily to involve the central officers of the university. 
Approximately 96 percent of all respondents believed and preferred that CEO's 



edhsu] ted with vice presidents arid budget staffs in the initial stages of 
the planning process; About two-thirds of the total respondents also 
indicated that CEO's met with trustees/regents and CAO's with deans arid 
budget staffs to discuss the initial parameters of request development. 
Though little consultation with. constituent. groups occurred during the 
planning process^ CEO's tended to seek reactions from these groups about 

final budget recorTfjIendatiohs. For example, more than three-fourths of 

the respondcjnts believed and preferred that the CEO* s or their representatives 
met with faculty groups, such as a budget committee, the faculty senate, or 
senior members of the faculty for this purpose. 

In general central administrative officers were also identified by 

respondents as possessing the widest Uhderstahding.of budget planning 
activities, including budget roles, strategies, policies, and decision 
criteria^ i.e.^ "most of" the central officers, but not institutional 
constituent groups^ were thought to be familiar with the institutional 
strategy for justifying budget requests to state authorities (Table 1). 

Technical Analysis 

Additional descriptive findings indicated that many but riot all of the 
technical procedures associated with dpenriess were used in budget development; 
Over 80 percent of al 1 respbriderits believed. and preferred that central budget 
staffs prepare budget Iristructibns and develop data br planning schedules 
such as estimates of institotienal income, historical faculty position counts, 
and program or instructional cost data^ Respondents also 

staff analyses of budget issues and assessments of the attitudes and priorities 
of state authorities about budget requests; however, fewer respondents supported 
the use of more comprehensive staff procedures such as written reviews of 
requests, request rankings^ or recdmmendatidhs on funding levels (Table 2). 

Study findings indicated that other procedures contributing to the. 
rational development of budget requests have also been introduced, namely, 
1) selection of budget. review criteria, the most important of which, in order, 
were: centrality, quality, demand, and program costs; and 2) issue identi- 
fication and analysis, the following concerns having been identified as 
critical budget issues: the percentage increase in faculty pay, program 
quality, enrollment trends, and the size and political saleability of requests. 

Several other technical procedures were hot followed regularly, the 
request process. itself appearing to be a somewhat confusing and unpredictable 
one. For example, vice presidents rarely, or very occasionally, adhered to 
budget instructions, as shown in the mean scores which follow. 
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Table 1 



Familiarity of Eonstituent Groups with the Strateay of the 
Central Officers in Justifying Budget Requests to State Authorities 



I vice Presidents for Acaaeitiic /affairs (N^=10) 

fe, vice Presidents for Finance/Administration (N^=19) 

e Central Budget Staffs 



Individuals or Gronps 



Degree of Familiarity 
None Were Some Were Most Wore 



Don't Know 



Vice Presidents 


1 2 


!3 

d 


4 


Central Budget Staffs 


1 2 


i . 

A3 
0 


A 


Trustees/Regents 


1 2 




4 


Collegiate Deans 


1 2 


0 


4 


Faculty Budget or Planning Committees 


1 2 




4 


Department Chairs 


1 s 


i 0 3 


4 


Student Representatives 


1 "^0 


3 


4 



scores of each .«ple group. Significance of differences between High an^ low means nsinq^ 
anova has been indicated by an asterisk C) at the ;e5 level of probability. Sumry Statistics 

By be obtained from the author upon request. ot 

v.* 



Table 2 



Percentage of Respondents Who Perceived and Preferred that Central Budae't Staffs: 

■ ■- g 

Prepared Analyses of Collecjiate Budget Requests 



vice Presidents for Vice PrasiHehts for Contra] Budget 

- , - - , Academic Affairs (li=181 Finance/Administration (N,=1S1 Staffs !N,=:i4) 

Analyses of Budget i ?. 3 

Requests Prepared by Prepared Should Prepared Should Prepared Should 

Central Budget Staffs ^inalyses Prepare Analyses Prepare Analyses Prepare 



Analyses of Major Budget- 
Related Issues 83.3 (18) 83.3 (18) 9^5^(18) 9^1.1(17) 86.4(22) 95.0(20) 

Assessments of Attitudes 
arid Priorities of ■ 

State Authorities 72.2 (18) 72.2 (IB) 66.7 (18) 70.6 (17) 77.3 (22) 75.0 (20) 

isj Suggested Priorities or 

Ranking of Requests 55.6(18) 50.0(18) 55.6(18) 64.7 (17) 65.2 (23) 68.2 i22) 

Specific Recomiiiendations 
on Funding Levels for 

Selected Requests 53.3 (15) 53.3 (15) 56.3 (16) 60.0 (15) 57.9 (19) 55.6 (18) 

Specific Recommendations 
on Funding Levels for 

all Requests 44:4 (18) 44:4 (18) 44:4 (IB) 47:1 (17) 59:1 (22) GO.O (20) 

Written Reviews of all 

' Collegiate Requests 35.3 (17) 35.3 (17) 44.4 (18) 52.9 (17) 33.3 (21) 30.0 (20) 

Written Reviews of 
Selected Collegiate 

Requests 40.0 (15) 46.7 (15) IJ.3 (15) 50. 0 (14) 31.6 (19) 53.3 (14) 



'"percentages have been computed for the number of respondents shown in parentheses. 
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Respondent 

Groups^J[ij-)- 

VPAA's (18) 
VPF's (19) 
GBS' (24) 



Mean Scores Indicating Adherence by the Vice 
Presidents^ as a Groups To the Budget 
_ _ Instructions . 
(1=Never, 2=Soni p 1 1 m es 3=blsua11y, 4=^A1[iiost Always) 

1 .6 



1 .4 
1.3 



Similarly, a majority of total respondents could not identify the central . 
officer having primary responsibr i ty for coordination of the budget planning 
process. Moreover, only two-fifths of the total responc^ents perceived and 
preferred that budget hearings were hel d at which col 1 egiate deans and 
faculty spokespersons presented budget request? to an assembled group of 
central officers . 

Participative Decisionmaking 

Little or mixed evidence existed that EEB's and vice presidents used 
broadly participative and consensual processes in fashioning budget-related 
recomnendations and decisions. Two-thirds of the VPAA and VPF respondents 
believed that a participative process was used in making a majority of the 
budget-related decisions identified in the BPP survey , i .e. , decisions about 
the dollar size of the.facUlty pay_plan or student tuition policies. However, 
a similar percentage of. budget staff respondents indicated that such a 
process was used in making only two of these 14 decisions. 

In general the respondents indicated that the extent of influence by 
constituent groups on 14 budget-related decisions included in the BPP was 
limited (Table 3). In none of the decisions was either "extensive" or ''much" 
influence said to be_ exercised . In only three of the 14 was "some" influence 
clearly felt, these being decisions about the annual percentage increase in 
the faculty pay plan, thi dollar size of the plan, and funding priorities of 
the total budget request. 

A high level of agreement existed among respondents that cdhsehsus emerged 
among central officers on nearly all budget-related decisions. Qver three- 
fourths of the vice presidents and budg i: staffs believed such consensus occurred 
on at least 11 of the 13 decision items included in the survey form. In 
particular, over 85 percent of all respondents believed such consensus existed 
oh decisions about funding priorities and faculty positions and pay plans. 

Though the respondents indicated that cdhsehsus about decisions did exist 
among central officers, little evidence of consensus .between these officers 
and constituent groups was provided. Fewer than half, and usual ly no more 
than a third, of the total respondents believed a consensus existed with _ 
respect to any of the 13 decision areas included in the BPP. The overarching 
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Table 3 

Extent to Which Budget-Related Decisions Were Influenced By 
University Internal Constituent Groups 



H Vice Presidents for Academic Affairs (N^^^IB) 

A Vice Presidents for Finance/Administration (N.=19) 

0 Central Budget Staffs (N^=24) 



Decisions Reached Ab'^ut 



No 



Extent of ..riiluence 
Very Little Some Much 



The Ajinual Percentage Increase in the Faculty 
Pay Plan 

The Dollar Size of the Faculty Pay Plan 

The Identification of Funding Priorities 
in the Tutal Budget Request 

The Nature of the Consultative Process 
with the Faculty 



The Total Number of Academic 
Positions Requested 

The Criteria Used by the Chief Executive 
Officer and the Vice_Presidents, as a Group, 
in Reviewing Budget Requests 

Student Tuition Policies or Rates 

The Hollar Size of the Total Budget Request 

The Strategy for Presenting the Budget 
Request to State Authorities 

The Mix of_Academic and Civil Service 
Positions Requested 

The Amount of Funds Co be Held in Reserve by 
the Central Officers 

The Nature of the Budget Instructions 

The Format of Budget Request Documents 
for State Autnorities 

The Extent to ffnich Budget Pecisibn Making Meetings 
of the Chief Executive Officer and Vice Presidents 
\j2re Open, to Media Coverage 



1 
1 
1 

1 

1 

1 

i 



0 3 A B 

0 3 m 

0 i E 

OA 3 S 



2 

2 0 
2 Ac I 

2 HAO 

2 0 A E 



0 i 
d 2 



1 

E 

A 



0 fi 2 1 



1 d 



^2 



3 



Extensive 



5 

5 

5 

5' 
5 

5 
5 
5 

5 

5 

5 
5 



5 



."•fean scores for each sample group. ..Significance of differRnces between hiqh and low means usinq anova 
has been indicated by an asterisk (*) at the .05 level of probability. 
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impressioh Was that "central . off icers and ebristitaent groups reached lit':i: 
or hd consensus bh all of the major badget-related decisions: 

Correlational Findings 

Qnce budgeting practices in samp institutions had been summarized, 
( second stage of analysis was attempted. The purgose of this second stage 
was to answer the second major research question of the study: have open 
budgeting processes been related to each other in meaningful or significant 
ways? In other words, were budgeting functions interrelated in practice, 
as hypothesized in the open model and suggested by Burkhead's functional 
typology. 

In an exploratory fashion measures of correlation and as^nciation were 
applied to initial findings to assess relationships among stu variables, 
statistical significance being set at both .01 and .05 levels. Two-way 
crosstabs and phi , product-moment , aod.point-bi serial correlation 
coefficients (Fructer and.Guilford 1978) were ealeulated among these variables, 
many of which had been selected for analyses through principal factor 
analysis procedures (Nunnally 1978); 

Gorrelational findings indicated that open budgeting elements and 
activities, when introduced, were typical ly conducted in an interdependent 
fashion. Each of the major openness elements was related significantly to 
at least one other; most, in fact ,_were related to two or more variables. 
In other words, these correlational findings have suggested that when one type 
of openness variable has been introduced in the budget planning process, one 
or more related variables were also likely to be found; Selected examples 
of these correlational findings follow. 

Consultation by CEO's in the preliminary stages of budget planning 
appeared to enhance understanding among constituent groups of process roles, 
strategies, and funding priorities. The use of analytical _ procedures such 
as the preparation of data schedules a^d review criteria also tehded.to promote 
understanding of planning procedures as well as the identif icatieh of 
significant issues. In .summary , the use of consultative and analytical pro- 
cedures by executive officers miqht well tend to increase understanding of the 
planning process ameng consultant groups: 

The correlational findings indicated also that central officers and 

constituent groups tended to support budget decisions 1) when they understood 
the roles of significant participants in the process^ such as process 
coordinators, central budget_staffs, and faculty budget cbrmnittees, and 
2) when they had knowledge of the "major products" of the process, these 
being decision criteria, budget policies, request priorities, and request 
strategy. In other words, consenses about budget decisions is especially 
related to knowledge about the major activities and products of the budget 
process . 
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The use of a participative process was related significantly to^riearly 
all other openness variables, as shown in Figure 3. its existence rriight 
well signal a basic .commitment by executive officers to the concept of 
joint plahriihg and deci sionmakihg in the budget process. 



Conclusions of the Study 

. Cohciusions reached by the author have been based chiefly on selected 
findings about two study questions : 1 ) have executive officers used open ; 
budget planning processes in preparing budget requests , ^nd 2) have such 
processes been related to: each other ih_ significant v^aysr These conclusions 
have represented a few of the many cohciusions drawn f "om the total 
findings of the study; 

1. CEO^s and vice presidents in major publ ic universities have 
developed similar managerial styles in the budget planning 
process^ most uti 1 i zing what might be called e "cabinet style" of 
budgeting. In this style many openness procedures have been 
introduced in the central admihistratibh but not on an institution- 
wide basis; Consequently this style appears to be a credible but 
inadequate method of budget development. 

The central officers who practiced ]nd endorsed this approach 
appear to have fashioned budgeting processes which promoted a) the 
preparation of well-recognized planning aids, such as factual data, 
budget reviewcri teria , and issue analysis^ b) identification of 
funding priorities, and c) cbmrriuhi cation and decision consensus 
among administrators most responsible for budget development. 

Use of this approach, however, has also contributed to an 
inefficient planning effort, reduced the likelihood of rigorous 
analysis of budget requests, and resulted in little understanding, 
participation. Influence, and support among constituent groups 

for budget decisions. At issue is whet/er this present approach 

remaihs.adequate when a) demands for budget-related information from 
internal constituents and external authorities will 1 ikely increase; 
b) competition. for resources will intensify; and c) legal and 
political challenges to governance and management practices can be 
expected . 

2. The open style of budget planning might well be ah especially 
appropriate approach to budgeting in this period of fiscal austerity 
and administrative accountability. Openness procedures represent 
efforts to effic"jently_ahd democratically develop budget proposals. 
Like the democratic political process^ however, openness might 
carry with it unpredictable and unexpected consequences, namely: 
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Relationship of tlse of a Participative. Process 
to Coifiunication, Technical Analyses, and Decision variables 



d 



Criteria Used 
in Reviewing 



identification of 
Significant issues 

by eEO's 
and Vice Presidents 




Meetings Held by CEO's 
to eritieize the Budgeting 
Process/by CEO's for 
Information Purposes 




Amour i of Time Spent 
by eftO's in Consultation 



Use of .a Participative 
Process in Decision Making 




Understanding of the 

Consensus about Decisions/' \\ "^Consultative Roles of Faculty 

among Central Officers \\. NEtidget Comittees/of.Decision 

Criteria Used by Central 
Officers 
Preparation of Data Schedules 
and Analyses by Central Budget 
Staffs/Request Recominendations by 
Faculty Committees 

oe ^Relationships shown exceeded the five percent level of significance based on yes/no 

crosstabuiations l—j and point-biserial i^^^) correlation coefficients. .«ary od 
ERIC statistics be obtained tYdih the writer upon request. 



a time-cbristirriihg ebhstil tati ve jDrbcess; excessive paperwork and 
docufnentation; undue inf^ by central budget staffs; un- 
real istic expectations among participants about their access to 
budget information or decisionmaking processes; and excessive 
challenges from constituents to the central authority of 
administrators, lessehihg the likelihood of flexibility or freedom 
in the Tatter's decisiOiimaking. 

The application of technical and political procedures to budget 
development offers the following possible advantages over the 
present cabinet style: 

a. Openness might well promote a more reasonable * understanding 
process, emphasis having been placed, for example, on process 
coordlhatibh and information sharing in preliminary and later 
stages of budget development. 

b. Openness could provide a potential means for internally resolvi ng 
issues and inevitable conflicts about resourcepriorities, by 
sharpening internal debate,, sensitizing participants to issues 
likely to be raised by state. authorities ^ and promoting consensus 
oh budget requests.. Similarly when. serious attempts have been 
made to inform participants and incl Ude them in decisionmaking^ 
the ''winners" and "losers" in the budget process have less _ 
difficulty understanding and accepting, if not favoring, final 
decisions. 

c. Opennesf? also will likely contribute to the development of 
defensible budget requests. The availability of factual data 
and reasoned anaTysis should ease the burden of decisionmaking 
for executive officers, providing them wi th ratiohaK Uhder- 
stardabTe justification for requests favored by internal 
constituents or external publics or both. 

d. Perhaps most importantly openness in budget planning will 
communicate a willingness on the part of academic institutions 
for self-governance, for the shared assessment of performance 
and direction in institutional 1 -^fe. In combination with other 
major gbverriahce. functions such as long-range .planning and 
program review, its use should signal to insiders and outsiders 
alike, that major universities could reasonably assess the needs 
and distribution of their resources while retaining their 
strongest traditions in a changing fiscal and political environment 
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Impl icatiehs of the Study 



Study findings have provided tentative eohfirmatibh of the value of. 
an open managerial style in budget request preparation. Elements of such 

a style might well be applicable to other university resource or 

institutional planhihg processes, such as the development Of retrenchment and 
realloeatibn plans, .capital requests or annual budgets. Executive officers 
at the University of .Minnesota, for example^ have recently used broadly 
consultative and analytical procedures. in linking ^hdrt and long-range 
resource planning, emphasizing especially the roles of a "Planning Council" 
and a "Presidential Drafting Group" staffed by representatives .from central 
administration and constituent groups. As a result of these efforts, 
institutional .planning objectives, funding priorities, program reeds, and 
management information systems are better understood. 

in this present research study. the. usefulness of an open managerial style 
has been indicated without empirically investigating its effectiveness or 
impact on budget process outcomes. Additional research specifical iy assessing 
the relationship of openness variables to the products or outcome^, of budgeting 
should be undertaken. Research directed to different institutional samples 
and additional - wider, groups of respondents is also advisable. Such ^research 
might well suggest further contributions and limitations of -openness in 
budgeting, planning and related administrative processes. 
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Introduction 



In the Spring of 1977 the National Association of College and University 
Busiriess_Off icers (NACUBO) sponsored a study to. examine the. uti 1 ization and 
finiGheial characteristics af auxiliary cdrpdratidns affiliated with the 
major public universities in the United States, A questionnaire was 
forwarded to the chief fiscal officers of the 111 major public universities 
that are members of both NAGUBO and the National Association of State 
Universities and Land Grant Colleges (NASULGC] in an attempt t the 
general characteristics of the universities, the names of the auxiliary 
cdrpdratiohs affiliated with the universities, the name and address of the 
individuals respdhsible fdr the_dperatidn of those corporations, and the 
opinions of the university chief fiscal officers as related to the utiliza- 
tion of auxiliary corporations. Eighty-three_percerit of the chief fiscal 
officers responded to that questionnaire and 256 individual corpdratldhs 
were uncovered. A second questionnaire was foy^warded to the individual 

responsible for the operation of the auxiliary corporation to obtain 

information concerning the formation of the corporation, the organizational 
and fiscal relationship of the corporation to the university, and the 
fiscal relationship df the cdrpdratidn to the university, and the fiscal 
characteristics and status of the cdrpdratidn. Information related to 
sixty percent of the corporations was obtained and an analysis of the 
various types of corporations was completed. 



Background 

In a 1966 Report of the Committee for Voluntary Support of the National 
Association of State Universities and Land Grant Colleges It was stated that 
just as a deeline in tuition incdme would jeopardize the progress of every 
private college in the_natidn, a drdp in state funds would threaten public 
institutions (1956). Their repdrt.pdihted dut that although the amount of 
state tax support was rising in dollars, it was declining as a percentage 
of total income for many public institutions, and with growing cdmpetitidn 
for state tax dollars, the percentage threatened to decline even more. Why 
could public colleges and universities be threatened with becoming "tax 
assisted" rather than "tax supported" institutions? There is no simple 
answer td this question, however, the following factors are 'hought to hav€- 
contributed to tne present situation. 

bass of Cohfidehce by Cdhsti tuencies Served. Duriny its great period of 
expansion in the 1950' s, public higher educatidh acquired. serious prdblems 
along with its growth and accomplishments. It became inflexible to a great 
extent, lax in its intellectual and moral standards, insensitive to the 
needs of society, and self-serving to the point that its purpose was net 
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clear^ Funds were available, applications had reached the pressure, point, 
education had been sold as the possibl e. answer to everything, arid the 
entrepreneur had learned how to work withiri the riori-profit brganizatibn ; 
Leadership could make mistakes arid survive because "next year's increase 
could bail out . this year 's mistake. The management came from both the 
"old guard" being in the right place at the right time and from those who 
were opportunity seekers^ The educational institution continued to accept 
the concept that educational leaders were developed by faculty moving to. 
administration, administration to management ^ and management to leadership 
without much prior preparation or experience. The problems on the campuses 
resulted primarily from coriflicts between those who wanted rapid change and 
overhaul arid those who were rigid in their outlook, and relied on what "had 
worked iri the past. In many instances the solution to problems was more 
staff and facilities approached in the same traditional way as we attempted 
to raise student expectations and "vocational ize" the liberal arts 
education . 

The 70 's brought with them the same mana^ 

philosopny, unionization or threat of unionization ot most groups on campiis, 
increased federal and state requirements, a more demanding studerit body and 
corrariuriity, expensive facilitiest and an unclear mission. David Rogers^ 
President of the Robert Wood JohriSori Fouridatidrii summarized the situatiori 
by saying, "Universities in their totality have become too big, too 
expensive, too much ah end in themselves, arid too detached from ^^e problems 
of our complex inter-dependent world." The mission or purpose che college 
or university has not been well defined and communicated to it jveral 
constituencies . 

Competitive Mark et. The appli cation pressure from the traditidrial 
eighteen-year old market has declined because the baby boom that faced 
education is on the downward side of the cu and threat 

of a draft IS no longer pressuring students to continue to stay in education, 
students are becoming "job" oriented, and the 'value" of education is now 
being questioned by a large segment of the population. Public higher 
education is having difficulty approaching the apprdpriatiori source arid, 
making a coriviricirig argument based updri the rieed for grdwth. The pbliticiari 
and the majority of his cdristituericy are not convinced of the demand, and 
"quality education" cannot be devined to the satisfaction of the taxpayer. 
The public sector now finds itself not only competing with the private sector 
but with itself for the same traditional students. Federal financial 
assistance is being awarded to che student based upon cost, and, to some 
extent, the student with financial need is being placed in a position of 
being able to select the institutidn based updri sdmething other thari cost. 
Space is available for the student iri public .higher educatiQri,_arid the public 
is aware df the duplicatidri, overabundance of graduates in fields riot in 
demand, and the cost of maintaining something that doesn't appear to be 
relevant. 



Ihflatibri and Competitibh for Ta;jL Hoi Lair:; As the share of the total 
expenditure of publ ic higher education coming from other than appropriated 
sources (students, federal government, etc.) Increases, the pdliticiari and 
taxpayer will make the case that education is in a unique position of 
raising revenue to pay for its service unlike other state human service 
agencies i therefore, the appropriation could continue to represent an 
increasingly smaller share of the total expenditure for public higher 
education. Welfare, mental health, and prison reform will demand a greater 
share of the t^x dollar and those ''state agencies" cannot turn to the 
client served for revenue to cover expanded programs or increased costs 
due. to inflation. Helen I. Shell has indicated that we may have reached, 
"a possible 'funding plateau' as state and federal governments increasingly 
recognize and expand funding to othersbcial priorities such as health care 
arid ecology (1973)." The pressure will be on the pol itician not to increase 
taxes or bbrrow funds for expansion of services, but will be told by the 
voters and taxpayers to take the resources from some other state program. 
The increased costs of publ ic higher education may have to be absorbed by 
the institution. At a time when state appropriations are becoming more 
difficult to obtain and public institutions heed the flexibility to 
maximize the return on its existing resources, pbliticians willattempt to 
exercise much nibre influence bh the recipient of the public dollar. 
Criticizing the"irr"elevaht" and "costly" programs will add to the credibility 
problem of public higher education. In contrast with the 1960 's the 
pblitieian now obtains votes by pub] icly being critical of the publ ic higher 
education establishment, and the need for better management and centrali- 
zation is being sold as synonymous. Public higher education will be 
controlled more when receiving proportionately less. 

innovative managers in public higher leducatibh will attempt to cu': costs 
and ihcrease.prbductivity to stay within the resources available to them, 
but this Will be attampced at a time when the educational institution is 
facing financial burdens because of runaway inflation, collective bargaining, 
affirmative action, environmental and safety requirements, confidentiality 
and freedom of information legislation, and more state fisril controls. 
Mr. Norman L. Epstein, Chief Counsel for the Califbr:iia State Colleges, has 
summarized the situation by stating, "Public insti tutibns , particularly^ 
often find themselves saddled with prbhibitibhs which make the practical 
conduct of business affairs impossible. In California, for example, almost 
any purchase of over $25 by a state agency must be cleared through 
Sacramento { 1968) ." At a time when the management needs the flexibility, 
the internal and external forces influencing the public institution are 
making it more difficult to exercise management prerogatives. 
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In the next decade public higher edueatibil will be competing for 
students arid financial support. The public universities will increasingly^ 
be seeking sources of private funding and flexibility not normally available 
to a state supported and controlled institution; This study examined the 
utilization and financial characteristics of the tax-exempt auxiliary _ 
corporation affiliated with the major public universuies, which is one ef_ 
the legal entities utilized to develop private resources to allow^universitii 
flexibility to meet their objectives; The greatest significance of the 
information obtained from the study will be the impact on _those public ^ 
colleges and universities that presently do not utilize affiliated private 
corporations or that are in the process of exploring tHeestablishment of 
one or more of these legal entities. This is particularly true with the 
four-year "state" colleges and public two-year comprehensive community 
colleges. As those institutions who presently do not have affiliated 
corporations begin to explore this concept, they will need to understand the 
relationship between the educational institution and _ the corporation and the 
financial and lertal implication of such a relationship. 



Auxiliary Gorporation Defined 

ThP legal entity should be understood and defined before exploring the 
question of ow pu ic nstitutions have utilized these organizations^ T e 
Snvate auxiliary organization under consideration may be characterized as^ 
aoolvinq to those affiliated or subsidiary entities (also frequentlycal 1 ed 
"Sl lite corporations") that are separately organized and usua ly m- 
.orSorat^d w?th federal ncome tax-exempt status usually unaer Internal 
corporated _witn reae.di ^.^^^^ associati onal 

separaLe i r um tnc yv^ ^ _ a _ ncM^iiv rrpated bV having individaals 



Findings 



The responses (computer file contained information from 80 universities) 
from the chief fiscal officers indicated that the public universities had an 
average of 3 2 auxiliary tax-exempt non-profit corporations affiliated with 
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their univrrsities. Ten percent of the universities responding indicated that 
they had. rd. auxiliary cdrporatid dperatiilg dn their . campuses^ however^, 
five indi'jated that they had in excess of ten cdrpdratidns . The_uriiversities 
with the greatest enronments and largest educational and genv-ral budgets 
had the greatest number of corporations. There seems to be v^ry little 
correlation between the number of corporations in existence c^nd the expendi- 
ture per student by the university or the amount (percent of E & G Budget 
or appropriation per student) of support derived from state appropriation. 
Nine of theeighty universities studied have been referred to by NASULGC as 
"historical ly_black universities" because they. were founded by the Second 
Morrill Act of 1898. There was much less auxiliary corporation activity at 
these universities . 

The chief fiscal officers of over one-fourth of the university studied 
indicated that the number of corporations had increased over the past five 
years* however, ten percent indicated that the number actual ly decreased. 
Over half df the universities indicated that the auxiliary cdrpdratidns 
furnished a greater.share of the tdtal university resource dver the past 
five years, and 53.7% of_the universities studied anticipated greater 
utilization in the next five years. 

Over seventy percent of the administrations of the universities studied 
had some involveynant in the budget process of the corporations , and ninety- 
six, percent df those chief fiscal officers with auxiliary corporations 
indicated that the budgets of the auxiliary cdrpdratidns included general 
support and/or reimbursemeht.df expenses to the university, althdugh dnly 
half of the universities included this .resource in the educatidhal and 
general budget of the university. Half of the universities with corporations 
indicated that the administration maintained the aceotints of the corporations, 
over one-fourth utilized the same audit agency for both university and 
corporations, and 22.2% of those universities with corporations included the 
financial statements df the cdrporations as part of the "financial statements 
of the universities. The itidre the university administration is involved in 
the budget process of the cdrpdratidh the more likely it is for the univer- 
sity to include the audited financial statements df the corpdratidn with the 
financial statements of the university. 

Although nine of the universities indicated that they were^required to 
expose the resources of the auxiliary corporations when submitting a 
budget request and that in their opinion this Influenced the appropriation, 
the evidence obtained shdws no significant difference in state support 
between the nine and those that were ndt required to submit Informatioi. 
eoneernirig the auxiliary cdrpdratidns during this budget process. 

The study analyzed 15Q separate cdrpdratidns and isdlated the fdllowing 
sixteen types of auxiliary corporations: 

1. General Foundation (45) 

2. Research Related (17) 

3. Alumni Support (15) 
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4. Support of individual Schools (10) 

5. Student Unions and General Auxiliary Service (10) 
5. Real Estate (7). 

7. Athletic Support (6) _ 

8. Specialized Activities Support (4) 

9. Student Publications (4) 
Id. Student Housing [4) 

11. Bookstores (3) 

12. Health Related (5) 

13. Faculty Clubs (2) 

14. Investment Holdings (6) 

15. 4-H Support (2) _ _ 

16. Miscellaneous (10) 

Each type of corporation was analyzed and their particular general and 
financial characteristics summarized. 

Although the.administrationi faculty^ and students were more likely to 
uncover the need for the creation of the aUxil iary corporation, the trustees, 
alumni, and friends of the university were more likely to be involved in the 
actual legal creation of the corporations. Administrators^ alumni, and 
friends were more likely to be represented on the boards ef directors than 
faculty, trustees, and students, although there was much variation between 
types of corporations. The president of the university served as a director 
oh nearly half of the corporation boards and the chief fiscal officer of the 
university served as a director on over one-fourth of the corporation boards. 
Forty percent of the chief operating officers dfthe corporations were 
fully paid employees of the university, and nearly sixty percent of the 
chief operating officers of the corporations held a university title. Over 
a quarter of the corporations had no employees, however, nearly twenty, 
percent of the corporations employed over twenty-five staff members. The 
number of employees varied greatly depending upon type of corpbration. There 
was much less union/collective bargaining activity in the corporations 
compared to the universities they served. 

The following median ranges of the financial characteristics of all 
auxiliary corporations furnishing the information establishes a financial 
profile of the corporations studied. 

Revenue from Sales of Goods and Services $ 50,000 - $ 250, QOQ 
Revenue from Interest 10,001 - 32,000 

Revenue from Dividends 1 - 10,000 



Revenue from.Sale of Assets 
Total Gross Income. 



$ 



50,001 
250,001 



250,000 
$1,000,000 



Gross Income from Dues and Assessments 



None 



Gross income from Contributions, 



Gifts and Grants 
Gross Receipts 



Disbursements for Exempt Purposes 



100,001 - 1,000,000 
000,001 - 5,000,000 
100,001 - 500,000 
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Excess of Receipts over Expenses 

Assets 

Liabilities 

Net Worth 



$ 50,001 - $ 100,000 

250,001 - 1,000,000 

250,001 - 1,000,000 

250,001 - 1,000,000 



Nearly forty percent of the corporations furnishing the financial data had. 
over $1,000,000 in gross receipts in FY 1976 and nearly sixty percent of the 
corporations furnishing the financial information had surpluses between 
$1 and $100,000. Over twenty percent had surpluses in excess of $500,000 
and approximately twenty percent recorded operating deficits or broke even 
for FY 1976. 

Forty-nine of the corporations indicated that they participated in 
unrelated business activity and five auxiliary corporations owned the 
majority of stock in a business corporation^ Eleven of the corporations 
received federal grants during the period studied, thirteen corporations were 
utilized as agents of the universities for administering federal grants » and 
eight even received indirect cost reimbursements from the federal government 
for services provided by the .universities. Nearly sixty percent of the 
corporations furnishing the financial information indicated_that they 
intended to expand their fund raising activity in the next fiscal year. 
Fifty-five corporations held title to real estate with a median book value 
ranging from $100,000 to $500,000. Nearly sixty percent of the corporations 
owning real estate paid real estate taxes oh that property- 

81.3 percent of the chief operating officers of the uUAl'id^;y corpora- 
tions indicated that a primary .reason _ for creating the corporation was to 
create operational and. fiscal flexibility for the University. Only twenty- 
three (15.3%) corporations indicated that one. of the reasons for creating 
the corporation was to limit the legal 1 iabil ity of . the university. 
Seventy-one percent of the corporations studied indicated that upon 
dissolution, the assets of the corporation would be transferred to the 
university. 

Seventy-one (47.3%) of. the corporations studied indicated that they 

contributed funds to the.uni versity for restricted purposes (median range of 
$50,001 to $200,000). Eleven corporations (eight general foundations , two 
research related corporations, and one investment corporatidn) contributed 
in excess of $1,000,000 to the universities supported during FY 1976, and 
forty-six corporations indicated that they made unrestricted doriations.to. 
the universities (median range of $50,001 to $200,000). Thirty-five (23.3%) 
of the corporations indicated that they liquidated invoices for expenses 
incurred by the universities. 

The fbliowihg comments relate to the specific types of corporations 
uncovered and described in the study: 



i The general university foundation was the 
corporations studied) nonprofit auxiliary 
public university can.pus* The university 



most cormion (30% of 
corporation found on the 
foundation's primary 
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purpose was fund raising, and in FY 1975 nearly half of the. 
foundations received over $1,000,000. Over sixty percent of. the 

foundations studied had assets over $1,000,000. Very few (2) 

foundations received grants from either the federal government or 
state gbverhrnerits, however, twenty-six foundations (57.8%) indi- 
cated that they had received a grant frdtn a private foundation in 
the last fiscal year (1975). Nearly eighty jDercent of the founda- 
tions indicatea that they intended to increase their fund raising 
efforts in the next fiscal year. 

The research related corporation was the second most common 
cbrpdratidn found on the public university campus. It was 
primarily founded by the university administrators to ease the 
administration of research grants.. No students appeared on the 
controlling boards of this type of corporatibri. One research 
corporation employed 3,633 employees and coordinated all the 
research in the public higher educational institutions in an 
entire state. Eight of the seventeen research corporations studied 
had assets of over $1,000,000. 

Unlike othertypes of corporations ^ the alumni corporations received 
a substantial amount (mean of $27^472) of their revenue from dues 
and assessments from members. The alumhi corporations had average 
assets of $516,575 in FY 1975. 

Ten of the corporations studied were organized to support individual 
schools (law, pharmacy, business , engineering, music) , and in most 

cases. the chief operating officers were professors within the^ 

schools supported. The corporations organized to support individual 
schools had average assets of $388^732. 

The auxiliary service corporations were created primarily by the 
administrations and had annual average gross sales and receipts 
of $2,609,432 in FY 1976. 

None of the corporations formed to hold title to real estate had 
any employees . 

Two-thirds (4) of the cdrporatiohs formed to support athletics 
indicated that they were formed to create flexibility for the^ 
universities served. The three athletic corporations presenting 
the financial information indicated av^^rage contributions, gifts ^ 
and grants of $572,406 in FY 1976. 

Four of the corporations studied were formed to support specialized 
activities such as libraries, a museum ?nd an orchestra^ Gross 
receipts for this type of corporation averaged $97,336 from all 
sources and had annual averag^ excess of receipt over expenses 
of $2,382: 
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• The boards of directors of student publication corpbratidri^ 
included only faculty, students, and friends of the universities. 

• No alumni. j faculty i or friends of the university served on the 
boards of the housing corjDdrations studied. 

• The^Chief operating officers of all three bookstore ebrporations 
were paid entirely by the corporation, as well as the chief fiscal 
officers of the corporations .The average gross sales and 
receipts for bookstore corporations studied was $3,152,969 in 

FY 1976 with average assets of $1*184,360 in the same year, 

• Health care facility and service corpora tidns were created to 
operate a free standing ambulatory health care facility. to serve 
as at> out-patient teaching facility for a medical school, to 
operate an entire medical school, to collect health service fees 
from students, and to collect professional fees related to a 
medical school. . 

• The faculty_club_corporations had average annual gross sales and 
rece 'pt of $321,673. 

• The boards of directors of all the investment corporations included 
the president of the universities served but none of the chief 
fiscal officers of the universities served. 

• Two of the auxiliary corporations affiliated with the major public 
universities were created to_ support the 4-H youth programs 
throughout the state in which they were found. 



Implications 

The findings of the study have substantiated the fact that public 
universities have utilized private nonprofit corporations to a significant 
extent and that these corporations have furnished the universities with 
resources that have created operational flexibility and support to meet 
institutional objectives. 

General 

Bett er -Understanding of the Pub1 ic iiniversi ty Organization . To many 
outside observers the public university is a single administrative unit that 
receives its financial support from the state through appropriation^ Becoming 
aware of the existence of the auxil iary corporation should assist in under- 
standing the complex nature of the university. The individual or organization 
doing business with the university should realize that through, the use of the 
private corporation, the university.may have a legal entity that is legally 
outside the control of the state pol itical structure and bureaucracy. The 
university may have the flexibility to address any problem it faces through 
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the use of the private entity but the choice not to niay be an administrative 
decision based upon priorities. 

. Increas_ed Creation of Auxiliary Corporations . The knowledge of the 
existence of the auxiliary corporations and the degree to which they have 
created financial resources may spark interest at public institutions 
(universities, state colleges, and community colleges) that presently. do not 
utilize this private legal entity to develop resources. Increasing state 
controls over a more difficult appropriation to obtain will result in the 
leadership of public institutions of .higher education to investigate the 
use of all _ fl exibi 1 i ty . Knowledge of the utilization of auxiliary corpor- 
ations could very well speed up the process of creating new corporations 
within the public sector^ This could be especially true of schools within 
the university that may be experiencing a decreasing level of financial 
support . 

Increased Administrative. Interest in Auxiliary Cdrporations , If the 
1 eadership of public ihstitutidns of higher education begins. to investigate 
the dtilizatier of auxiliary corporations, the various administrative 
segments of the university will be required to understand the legal entity 
and its peculiar characteristics because they will have the responsibility 
of administering these "private" organizations which have a new set of 
operating parameters. Hev-: budget processes may have to be developed, new 
iringe benefit programs may have to be established, new auditing require- 
ments may have to be examined, the University's information system may have, 
to be revamped, and/or new "r-^sk seeking" personnel may have to be recrUiced. 

Increased Private Fund Raising Activity by Public Institutions . The 
fact that ten universitios reeeivedover $l,Bnp,9Q6 from their foundations 
and that over half of ^he foundations receivea over $1,000,000 in FY 1976 
indicated that the public univers-lties are utilizing the auxiliary corpora- 
tions to raise private funds to a significant degree. This private source 
of funding for t!ie publ ic institution will be deve'oped to a greater extent 
in the future and the . publ ic educatidnal_insti tutidns will be developing more 
sophisticated fund raising techniques. The fact 'hat the study uncovered. a 
small number of nonprofit auxiliary corporations owning business corporations 
may lead to college and universities exploring this mechanism as a method of 
resource development. 

In creased Interest in^Auxiliary Corporations by Political Leadership of 
t he Stat e. Although, a snial 1 number (nine) of the corporations studi ed were 
requi red td expdse the resources df.the cdrpdratidn in the state budget 
process at the tlme the data was collected , the kndwl edge df the .existence 
of private auxiliary corporations affiliated with the uni versi ty . by the 
political leadership of any one state could result in increased interest in 
the university private resources and the fiscal autonomy created by the 
existence of the private legal entity. 



Suppor t of indepencient Eolleges and ijniversities in Seeking toblJ-C 

Supports I fa case can be made that public institutions are developing a 
significant amount of support from the private sector, the independent 
colleges. and universities could be assisted in their efforts to gain support 
from public sectors. 

Internal 

Strengths and Advantages : The general endorsement of the further 
development of private 1 egal "entities on and off the university campus by the 
trustees might allow the various segments of the university to address 
problems in a comparatively unrestrictive fashion. The freedom allowable 
(over 80% of the corporations studied werecreated for this purpose) in a 
private environment would act as ah ihcentive.fbr mahy_facul ty , administrators, 
and students to exercise their innovative abilities. Faculty may. be much more 
likely to contribute time to a legal entity over which they exercise more 
control, therefore^ a private corporation that directly benefits the univer- 
sity or a segment of the university, may become the recipient of creative 

ideas that are constantly flowing on a universi ty campus . The potential 

speed of decisionmaking by the private legal entity may allow that idea that 
once was discarded to be resurrected and explored with success. 

A eorperaticn local ly created and cbhtrol 1 ed may also become an outlet 
for the development of leadership for the university.. The autonomy of.the. 
privite legal entity and "bottom line orientation" will permit the evaluation 
of performance of those that are given the authority to operate in the new 
environment. Activities in which faculty, administrators, and students were 
involved privately might become affiliated with the service function of the 
university and this recognition might lead to a much higher level of morale 
within the university. 

The separate corporation may be the mechanism to by-pass restrictive 
university policies and state laws and regulations, 

i Management personnel o^^ the university may have much flexibility 
concerning "corporate" employees as compared to the "state" 
PTiployees of the university.. The study indicated far less 
collective bargaining activity in the private corporations. 

i Expenditures that are necessary to the institution, but not 
thought to be "normal" state expenditures can be processed 
through the private corporation without the time consuming, and 
sometimes politically damaging approval process of the state. 
Expendi ^.ures , :^uch as insurance coverage^ that are not 
appropriate for the state might be essential for the univer- 
sity. when negotiating a contract for services. Gifts for 
prominent alumni in recognition of loyal service may be very 
appropriate for a university. 
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e The private cbrpdratibn eah bdrrdw funds without . . 
approval of the state and may by-pass the necessity for 
Obtaining a special capital outlay apprejDriatibh from the 
1 egislature. 
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The corporation can negotiate a contract wi th a vendor and, 
therefore, potentially save time and money over the cumbersome 
bidding process of the state. 

Payments can be made immediately for services_rendered which may 
be necessary to obtain the desired service. This may be 
particulary significant in those states where payment for 
services may be required to be processed through a state agency. 

Assets of the corporation can be liquidated when no longer- 
needed and/or of use and the cash retained for further utili- 
zation which may not be allowable by uhe university in some 
states. 

The corporation may allow flexibility in determining fees for 
services compared to various approvals established by state rate 
setting commissions. 



Weaknesses. The flexibility ofthe private corporation has the 

potential of being a -akness as well as a Strength. The freedom of action 
of the corporation could create conflict with existing university procedures 
and administrative structures. Any new organization created to support ; 
another needs to have its mission and objectives clearly defined Or con- 
flicts may arise. The relationship of the two legal entities should also 
be clearly defined to aSSiSt in potential liability questions. 

The existence of a separate legal entity creates the additional respon= 
sibility for the leadership of the university to explain the role and need 

for the corporation to the many university constituencies. The new 

Organization will require that the administration Of the university establish 
and understand an additional set of parameters and operating policies. _ 
The establishment of a corporation will create a separate set of reporting 
and filing requirements with the state and federal governments. The ^ 
separate corporation will require another budget process to be coordinated 
through another governing boardand require the establ i shment of a reporting 
process to keep the university leadership appropriately informed. 

P roblems . In the planning process of the publ ic institution each 

objecTive should be evaluated and a determination made as to whether the 

private corporation can or should be utilized to assist in the accompli snnien^ 
of each particular objective. The first problem lould be todecide^the 
appropriateness of the corporate form. The corporation should not be^ 
utilized unless the university cannot satisfactorily i -solve the problem 
through normal sources. The operational relationship between the private ^ 
corporation and the public university needs to be defined. Will the use of 
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space on the campus require a lease? What university support services can 
be provided the corporation and at what cost? Are administrative offices 
of the university placed in a compromising position for holding a position 
i.ri.the corporate, structure?. If. the private corporation gets ihtb_ fiscal, 
difficulty^ is the university absolved of. the legal and/Qr_mdral liability? 
Are there tbwn/gbwn problems created by the entrepreneurial activities of 
the edrporatibn? 

The composition of the controlling board must take into consideration 
the constituencies served. Human resources important to one activity of 
the university should not be drawn away by another. The fund raising 
activity of one edrporatibn should be coordinated with the development 
fuhcti bh bf the u.niversity or other cbrpbratibhs . Resources allbcated by 
the corporation shbuld not duplicate resources made available by the 
university. The decisionmaking prbcess of the corporation(s) should be . 
known by the leadership of the university to maintain appropriate control. 

Personnel selected to manage self-supporting auxiliary organizations 
need to be screened carefully. They should be oriented to the "bottcm-1 ine. " 
Unlike many other activities in higher education the managers' responsi- 
bilities for sel f-suppbrtihg activities can be evaluated on the basis of 
results. The budget is nbt an allbcation based upon need but is tb a_great 
extent based upon the characteristics and energy bf the mdnager(s). Does 
the staff have the innovative ability to produce income in a manner never 
tried before in a particular situation? Are they intrigued with producing 

income from taking risks? The managers of a sel f-supporting affiliated 

corporation cannot ':over a deficit by merely transferring funds, presenting 
a deficiency budget to the appropriation source, or asking the trustees to 
increase tuitibh or fees tb generate revenue from a captive market. 



External 

Threats and Risks . The flexibility created by the utilization of 
auxiliary corporations could bring pressure from several external groups 
depending upon the political climate of the state and depending upon how 
extensive the university dev ops the use of these private legal entities. 
If the. university al ready enobys . a significant amount of fiscal autonomy 
from the. state bureaucratic and legislative structure, the use of auxiliary 
corporations may not be given any attentibn. Hbwever, in a state where the 
university is seeking channels to get out_ from under a great deal bf 
political influence, the creation and utilization of auxi 1 iary corpbratibns 
must be accomplished in a very discreet manner. Even though this ^tudy 
indicates that the appropriation isn't being significantly influenced by _ 
the existence of auxil iary corporations , fiscal a: tonomy in many states is 
a political ly sensitive issue. If the executive branch perceives that it 
will. have. less. cdntrbl over the management process, it may bring pressure 
oh the university when it attempts tb develop and utilize the private legal 
entity. If the legislative branch cbncludes that its influence on behalf 
of the taxpayers is diminishing, even though fiscal autbnbmy has bo.?h 
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leqisiatively granted, pressure may be felt dtirihg the budget priDcess as 
well as through dther legislative processes: 

if the activities of.the nonprofit corporation or business corperation 
controlled by the nonprofit cbrpbratioh begin to. compete with the business 
community in the local area or even throughout. the state, the univer may 
have a town (state)/gown problem to address. Lf this issue becomes serious 
enoughs it may have an effect on the ability of the university to raise 
private funds Or to gain support for increased appropriations. If the 
nonprofit corporation extenus itself into significant unrelated business 
activities, the university may be challenged by the Internal Revenue Service 
which again may result in negative public reaction. 

The extent to which the activities Of the auxiliary corporation(s) 

compete with the fund raising structure of the independent sector of higher 
education will determine the amount of reaction from that source. If. the 
auxiliary corporation becomes eligible ''or funding sources (i .e. , state 
bonding authorities, foundations, etc.) that have been traditionally the^ 
domain of the independent colleges, they may be perceived as a threat__and 
again incur subtle pressure frOm several sources, including the legislators 
that have traditionally supported the independent sector. 

Oppor tunities. The auxiliary corporation, being relatively _free from 
state administrative law and policy, has the flexibility to address any 
problem or need facing the university. The only restri cti on , _assumi ng the 
charter has been written in bicad enough form, is the avai 1 abi 1 i ty of _ 
raising adequate resources to accomplish defined objectives, and the private 
corporation may in fact have r dy access toresources not available to^_ 
the university to accomplish these Objectives. Individuals and corporations 
may more likely donate cash, controlling stock ownership, art work, rear 
estate, patents, manuscripts, etc. to a private 1 egal enti ty_out from under 
the control of the state than to take the riskthat the state may, through^ 
legislative Or other political influence, utilize the asset in a manner not 
suitable to the donor. Foundations may not be permitted under governing 
policy to fund publicly created and controlled agencies_and subdivisions.^ 
The corporation may b ^ble to apply and receive federal grants more reauily 
because of matching i n'rements or time constraints . The private corpora.ia 
may accomplish object es by debt financing not permissible under state law. 

The auxiliary corporation may be utilized in a manner that provides a 
needed service to the university or a subdivision of the university but may 
be outside the direct service parameters of _ the university. The engineering 

facdlti' may Want to participate in the development of a 'research park, 

The business faculty and students may want to establish a marketing research 
firm as a learning laboratory. The administration may want to enter con- 
tractual arrangements with organizations outside the state or country not 
permissible under state regulations. A donor may offer the universiry a 
nift that is entrepreneurial in nature andthe private corporation may be. 
necessary to assume the financial and public relations risk _ The university 
may be asked to participate in the development of land directly adjacent to 
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the. campus fbr residential^ industrial, and/or. commercial purposes^ and 
although it may be beneficial for the.university . to participate .for various 
reasons, a state entity may not be able to get directly involved in such 
activities . 

The private corporation may be the mechanism to obtain pri vatel eader- 
ship (Board of Trustees may be political appointees with iiiuch less talent 
or. resources needed by the university) involved and supporting the public 
University. The. administration may be able to recommend individuals to 
serve tin corporate boards that would not. be considered for appdihtment as 
Trustees. The private corporation may through . these new contacts gain, access 
to resources not presently available to the university. This may be the 
process through whichthe university can approach "new money" that is looking 
for an association with an educational institution^ Members of boards of 
directors of private auxiliary corporations may also have access to 
political influence not available through trustees. 

All of the above potential external opportunities brought about. by the 
utilization of private auxiliary corporations may assist the.university to 
stepinto the economic and social mainstream of the society it is 
attempting to serve. 



Eoncl usibn 

The need for the public institutions of higher education to consider the 
development of private resources has been expressed by Dr. Howard R. Bowen, . 
President of the University of Iowa, when he stated, "Legislators do not look 
with. favor on_the extras that. will make tfie di fference between adequacy and 
excellence. The public institutions, which wish to strive for exceptional 
performance are, therefore,, forced to look to private resources for the funds 
needed to lift them above the commonplace or the mediocre. Those public 
institutions that have achieved greatness . have done so with the help and 
encouragement of private resources and private 1 eadershi p . ( 1966 ) . The 
non-profit auxiliary corporation is a private resource and .one al ternati ve 
for providing the public institution a link to private leadership. If it 
is a mechanism which will assist in the development of additional revenues 
and management flexibility for higher enucation, it needs to be examined and 
understood. Thi.s study sought to. deterini ne what a university or col lege 
staff member might. like to know about auxil iary corporations in the process 
of exploring additional sources and methods of developing private resources. 
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Ah Identifieatibh of CQllege and University Peer Broaps 



Study Overview 

For several years the Board of Higher Education staff has prepared 
annual studies of faculty compensation in comparison with compensation at 
neer ihstitutio^is in other states; The groups of peer institutions used 
in these studi have been based primarily upon a 1972 study by_Dr. frai^ 
Ba-7ani The primary Durpose of this study is to develop an expanded and 
improved framework of peer institutions for comparative purposes. 

The general approach of the study is similar to the methodology used 
■in ceuor^i ofhpy rpcpnt efforts to identify peer institutions. First, _ _ 
datron a number of insbitutional characteristics, such as: size, complexity 
of academic proqrams, admissions selectivity, and external research support 
are examined throuq^-: the statistical technique of factor analysis, The 
factor analysis reduces a large numb-rof variables into a smaler number 
of compesita variables (called factors) that "explain" the variation among 
all the institutional characteri sr. ics examined; 

Second the statistical technique of cluster analysis is _used to group 
institutions with similar factor scores together. This technique sys emat^^^^^^^ 
compares the factor scores of var.cus institutions and groups like institution, 
teaether in a progressive manner: Although the cl uSter analysi s technq'ie 
results in reasonable homogenous groups, it is helpful tD_test and fere 
necessary to modify its results with a third technique, discriminant analysis: 

Discriminant analysis_is used to t.^st whether each i nstitution in the 
various clusters is actually placedin the group that most close y ma ches 
its char- terlstics. Some institutions invariably tend to fall in between 
two somewhat siniilar groups: The process of comparing institutions tJsed in 
the cluster analysis works in such a way that institutions that_3re somewhat 
similar to 'two n^fferent groups may not be classified m t e S^^P.^hat me^^^^^^ 
closely approximates its characteristics: The di scriminant ana ysis technique 
identifies such institutions and enables the analyst to_rec assif.v .hem to the 
:nore appropriate group. In thi^ study .uch a reclassification was made and 
the results were tested with a second discriminant analysis.. 

Th-se techniques were used in this Study in group 41 7 public control 1 ed^ 
institutions ^nd 671 privately cdntrdlled institutions into peer groups^_ Data 
for twenty^eight institutional characteristics, drawn primarily from HE6iS 
surveys, were Used to describe the various institutions. 

Although the study's methodology is similar to other efforts , many more 
institutional characteristics are examined and the number of institutions 
Included is much g-eater than in other available studies. 
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Eighteen peer groups were developed for public institutions and twenty- 
seven groups were developed for private institutions. All of the institutions 
in the various groups are identified in Appendix B- 

Although it i s Impractical to achieve "perfect" clusters of peer institdtibhs 
through any approach, a discriiriinaht analysis of the groups in Appendix B 
ihd-'eates that over ninety percent of all Institutions are classified in the 
group which best matches their characteristics. On the basi s of these resul ts , 
the framework of peer institutions developed in this study will be useful for 
comparative purposes in studies conducted by the Board of Higher Education staff. 

While. these peer groUps.are clearly ah improvement over other alternatives, 
neither. this classification framewo-k nor any other is immune to change or 
beyond improvement. Studies such as this shoul^d be periodically updated through 
the use of more current data, and efforts to Improve the data and techniques used 
to identify comparison groups should be continued. 

Although such groups are useful for comparisons of various types, the 
comparison groups are far from being perfectly homogeneous and th : c.ata examined 
do not and cannot include all potentially reli^vaht variables. TJk-i.^' n:^. i t-^tions 
should not be forgotten as the groups are used in policy analysis 
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introddetion and Background 



Since its creation in the early 1960'$, the minois Board of Higher 
Education has been interested in the results of. various types of 
i nterinstitutional comparisons,. It i s natural . for statewide higher education 
planners and coordinators to ask questions such as how State appropriation 
support of one institution compares to the support of another institution,, 
how State appropriated support for Illinois oublie and/or private institutions 
compares to State appropriated support of ...stitutions in other states, or how 
compensation of Illinois higher education eniployees compares to compensation 
paid to s.imilar employees in other states. Also, groups such as the budget 
office of the Governor or Legislative appropriation coinnittees often request 
that such i nterinstitutional cbmparisbns be made. 

Over the years, the Illinois Board of Higher Education staff has made _ 
use of such comparisons in the development of pi ann'i ng and budget recommendations. 
The area in which interinstitutional comparisons have been used most extensively 
by the_Eor-^d of Higher Education staff is faculty compensation and salary. This 
type of interinstitutional cr^[ffarisdn was first used by the Board of Higher 
Education staff in the late ]jSO[s^ and ah annual summary and analysis of 
^nterinstitutional corHparisons of faculty compensation and salary has been 
made since fiscal year 1975; 

Interinstitutional comparisons are often criticized because, In^impdrtant 
ways, every institution of higher education is unique: This limitation must 
be kept in mind oS compari sons are made, but it does not m3an that coir.pari sons 
are never . useful .or valid. Although institiitlons are clearly unique when 
examined in detail, there.are many'general characteristics that are shared by 
groups of institutions. General compari. sons of. such characteristics provide 
useful information for beard policy decisions; in many respects decisions made 
at the State level such as the need for :>alary increase funds for a university 
can only be considered in the context of general information. 

In addition to the criticism that no Lwo higher education institrtions are 
alike, there is another limitation of interinstitutional comparisons that is 
imoortant in the case. of staff cdmpensetion . This limitation is related to 
the complexity and mul ti -dimensional nature of the academic labor market. 
Within the academic labor market, each academic department is an. active and 
independent participant. For any given academic department the faculty labor 
market could span one or more academic disciplines, which may be segmented 
further into individual markets based on considerations such as departmental 
reputation. Departments within each institution compete in these many markets 
for faculty, and the relevant market may be quite different for various 
departments within an institution. 
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Theeqmplexityof the iabor market arid the difficdlty of measurinq 

eaeh academic departfnent's position in the market forces agencies su^'h^ 
as the Board ofHigher Education to focus on instituti rather than 
individual, academic. departments, even though the departnerital Ipvel 
IS. Where the competition actually occurs. "The ability of Illinois insti- 
tutions to compete in the general academic labor market is mf^asured by 
comparing the average compensation in. Illinois institutions to thp average 
compensation m similar institutions in other states; It is assurried 
that the average compensaticin for. each institution is an adequate proxy 
measure fpr_ the participation of its academic dppartments in the various 
labor markets iri which they compete for faculty. 

^ .Because this approuch has been used to measure how well Illinois 
instnu'L.ons are faring in the academic . labor market , the method used to 
Identify peer institutions for each 11 1 inois . i nsti tution is very irnportant 
binee fiscal year 1975, the a:nnual compensation and salarv rpnnrt< hrena>-^H 
and presented by the Board of Higher Education staff have'^used a peer " 
institutional framework for the Illinois public universities developed by 
Dr Craig Bazzam .. .This study has been made in order to refine and update 
t, groupings used in the Bazzani study (1972). 

Threshold Approaches for Identifying Peer Institutions 

The vexing problem of selecting peer institutions for interinstitutional 
comparison purposes has troubled higher education administrators and researchers 
for a number of years. Several comparison frameworks have been developed, 
and two that have_been Used widely, are i nsti tuti dhal classification schemes 
developed by the Carnegie Cbmmissidh on.Higher Education and the American 
Association of University Professors; Qf these two schemes, the Carnegie 
Commission approach is probably more sound in that it recognizes several 
ini;t1 tutional characteristics i ncluding degree and academic programs offered, 
amount of federal support received for organized research, and a measure 
of undergraduate admission selectivity. 



In a paper discussing the general topic of identifying peer institutions, 
Tef'on?i_ni , Hartni^rk , Lorahg and Shirley categorized the Carnegie Commission 
Classification scheme, and others like it^ as "threshold" rtfOdels (1979, p. 2). 
also identified the weaknesses of I'^ing "threshold" model s for interinstitutional 
comparison purposes. Summarized, these weaknesses are_: arbitrariness in __ 
selecting threshold points, threshold points are usually limited toa small 
number of institutional variables^ and the selecf'an of the threshold points, 
in . fact, specifies the cl assification structure (1979 . p. l -3) . Basically threshol d 
models are highly dependent on subjective judgments of the person or persons who 
Hesign the classi fi cation structure. 
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Recently, the.NatidnaJ Center for Education Statistics (NCES) with assistance 
from the National Center for Higher Education Management Systems (NCHEMS) 
developed yet another taxonomy for grouping postsecdndary institutions. The 

types of programs offered and the- number of students. participating in the 

programs were used as the basis for classifyinq i nsti tutiens_ (Makowski 1.930, n.4). 
This institutional classification scheme used three numerical criteria for 
classifying higher education institutions: 

1. Number of degrees earned by type of degree (doctorate, masters 
or baccalaureate) . 

2. Number cf fields in which degrees were earned. 

3. Ratio of degrees completed in several specific fields to total 
degree completions. 

Five inajor categories of institutions were identified based upon these 
numerical criteria. However, institutions are still classified into these _ 
major categories using a "threshold" approach. For example, institutions which 
grant a minimum of 30 doctoral -level degrees in three or more doctoral -1 eyel 
programs are categorized as major doctoral -granting institution? (Makowski 1980, pp.5- 
Whilethis toxonomy is an improvement over the Carnegie Commission classification 
system, it still has the weaknesses of the "threshold" approach. 

Bazzani Comparison Framework 

As wa^ stated above, the Illinois Board of Higher Education staff recognized, 
the value and usefulness of interinstitutional .compensation and salary comparisons 
in the late 1960's. As a part of t " nterest , Dr . Craig Barzani de^-iop.^d^^ 
a' faculty compensation comparison framework by identify! ng soed , ic nep- i .ti- 
tutions for each of tlie Illinois public universities (19/^,. 



The Bazzani framework does not have the weaknesses of the "threshold types 
of institutional classification schemes because it uses a number of jnsti tutional 
variables for identifying comparable institutions jithout making a^^^^ 
assumptions about "thresholds" cf di fference ._ Bazzani used a statistical ^techn^ 
called cluster analysis for grouping similar institutions based upon^eight 
institutional variables. The institutional variables used by Bazzani were: 

1. Total professional staff 

2: Total deqreec (number of bachelor, master, doctoral and professional 
degrees) 

3. Number of graduate degrees 
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4. Number of doctoral proci>^ams 

5. Percentage of "qraduate degrees to total degrees 

6. Ful l-':imp-equiva1ent enrollment 



7. Growth rate/percent chanqe 1n enrollment, 1960 to 1970 

8. Percentage of full professors to total professional staff (1972, p. 29); 

The cluster analysis grouped the 140 randomly selected institutions 
into seven separate clusters (Bazzani 1972^ P- 29), and Illinois public universities 
were placed into three of the seven cluster groups identified by the cluster 
analysis . 

The second part of the Bazzani study identified the major determinants of 
average compensation for the i nsti tut-^ons used in his analysis. For this part of 
hi^s study, Bazzani sel ected a combine . i on of institutional and State variables. 
Among these variabi es , the number of doctoral programs, an institutional variable^ 
was identified as the most influential factor in deteniiinihg__facul ty compensation 
levels. The second leading factor was per capita income, a State variable (1 972, p. 62). 
Taken as a vvhole, the institutional variables ustd.in the Bazzani study were 
found 0 be better predictors of aver-ge compensation than the State variables 
examined (1972, p. 72). 

Since Bazzani completed his work^ the Illinois Board of Higher Educstion 
staff has used the Bazzani peer institutional groups in the annual repo. t^;. on 
facul ty compensation and salary. However, the Bazzani framework__has a number 
of limitations- The first of these ;! ■ that Governors State. and Sahqamon State 
Universities were excluded because the/were not operational at the time. 
Bazzani . did His study. Another .1 imJ tatibn is the fact that Southern Illinois 
University andthe University of Illinois were handled as one campus, respectively, 
rather than multi-campus universities; at the timeBazzanididhis study, these 
two universities did not report average faculty compensation and salary data 
for each o^' thc^r separate campuses. 

The Bazzani study also did not prov , :e "peer" groups for Illinois private 
institutions. A f i nal _ probl em wi th conti nued use of the Bazzani framework 
is_the fa:!: that fiscalyear 1971 data was used in the study. Since fiscal year 
1971 . substantial program and enrol Iment. changes have probably occurred at many 
i'^ ' Lutions . These changes could result in different institutional clusters 
u^^'^.; c replication of the Bazzani study technique with more current data. 

Recognizing these limitations, ..he Board of Higher Education staff undertook 
1 study to identify a new institutional peer structure for interinstitutidnal 
comparison purposes. The remainder of this paper describes the apprdac.'^ used 
jnd the results of the project. 
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Approach Used 'or Identifying Peer Ihsti tutibns 



Considerations Used in Selecting an Approach 

A number of considerations influenced the selection of an_approach for 
identifying a new SPt of institutions for peer comparisons to Illinois 
colleges and universities. The approach selecteo should be objective, that 
is, it should not require the Board of Higher Education staff to make a 

series of subjective deci sions . The approach selected should meet the 

following criteria: be able.td accdmrridda te a large number of institutions; 
have the capability to handle a large number df 1ndividu.il factors for each 
institution included in the group being studied; be equa . ly. valid whether 
applied to public institutions, private institutions or puL-l ic/pri vate 
ihstitutidns combined; and, ideally have been applied previously to a 
comparable task wi uh some measure of success. 

The study approach selected was developed and used by Terenzini, et al., 
at the Stne University ef New York at Albany (SUNY Albany) (1979, p. 2). This 
study approach met all of the criteria which were enumerated above. In 
addition, the results of the Terenzini study were intuitively satisfactory^ 

The statistical method used by Terenzini, et al:, to handle a large 
number -f insti tutidnal variablips was factor analysis. The factor analysis 
was applied to fourteen separate institutional variables, w* " :h were reduced 
to four general factors: full-time student. . erhphasi s , faculty salaries, 
graduate/research orientation, and size (1 979, p.. 9). After identifying the four 
factors, Terenzini, et al., user! '^ elttster anlaysis technique to place 176 
institutions into groups and a discriminant analysis to verify the 

clustered groups. 

The institutions inc" Jded in the Terenzini . et al., study offer the _ 
doctorate degree and in th; most recent three yeu:^s had conferred an annual 
average of fifteen or more o.^i Lorate. degrees in a minimum of three non-related 
disciplines (1979, _D... 4). (These criteria are Used by.AAUP.to classify, insti tutions 
into Category I) (1979, p. 335). While the focu? df the SUNY-Albany studv_wa_s _! iml ted 
to a smaller number of institutions than were planned for this study, the basic 
approach used seemed promising. 

In addition to the SUNY-Albany study, there have been other studies 
involving the measurement of similarities and differences among higher ; 

education institutions which used factor analysis end cluster analysis. 

McShane used the cluster anlaysis technique for the classification of medical 
schools (1977), and Smart. used factor analysi s and discriminant analysis to 
investigate organizational diversity in American higher education (1980). 
Factor analysis also w^.s used in the analysis of thirtythree institutional 
variables in a study by Astin of 335 higher education instituti ns (1962). 
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Data Used for Study 



The scopie. of a study of this hature . i s limited by the quantity and quality 
of data available, Most data used in.this stuoy was eolltr.ted by the U:S: 
Department "of . Education through the Higher Education General Information 
Survey (HESIS)^ Through HEGIS, data is reported annually by higher rdt'carion 
institutions in the fallowing areas: finances, student enrol litient , decrees 
awarded, and number of employees In addition to REGIS, some data was ta^'en 
from the annual AAUP faculty comperisatidh and. salary report. . The only 
additional, cource.of data was the Barron's Index of undergraduate selectivity 
(1978), The REGIS and AAUP data used were for fiscal year 1977. Data 
1,125 institutions were collected. 



Using the data available, the first ster in the study vyas to identify 

institut ;onal variables v.'hich could be used *o s parate the institutions 
iivto "pe:r" g>^oup? . In all , thirty-two. separ-it, institutidnal.variabies were 
selected .-'^d i '^^ are__ identi f i.ed on "Ible 1. Of these variables, sixteen 
werti ueve]^/' u by the Board of Higher Education staff; The reamininq variables 
were select.-.^ from various other studies. A source for each variabl used is 
slso :,nGwr, on Table 1. The following is a brief description of the institutional 
^^ci\''ab^CiS selected. 

Contro l , Two caLegories of institutional control were used - public and 
p?- vate . 

Barron's I n de^^ A measure of undergradtjate admissions selectivity which 
is published annually. The index places all col 1 eges and uni versi ties into 
six groups based on their respeci've admissions selectivity (1978). 



Ho. of Bachelors Degrees Aw arded . The number of bachelors degrees awarded 
for an academic year as reported thro'ugh REGIS. This is a measure of program 
size at the undergraduate level of instruction. 

No. of Masters Degrees Avyarded . The number of masters degrees awarded 
for an academic year, as reported thr^ough REGIS. This is a measure of program 
size at the masters level of instruction. 

No , of Doc tors- Degr ees Awarded. The number of doctorate degrees awarded 
for an acadein year as reported through REGIS. This is a measure of program 
size at the doctoral level of instruction. 



No. o: 2-Diciit REGIS Disciplines, Bachelor De grees. The number of 2-digit 

REGIS disciplines in which bachelor degrees are offered This is a measure of 
program breadth at the baehe:o- 's level. 

No, of -2--Iliglt - R EGIS Disci filin^^- Masters Degrees. The number of 2-digit 

REGIS discifjlines in which masters degrees are offered. This is a measure df 
program brcc dth at the masters level. 
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-Ng^-^^-E- Diqi 1 4 :JE-a^S-DUcipirne$, Doctoral Degrees : The number of 2-digit 
HEGIS disciplines in which doctoral degrees are offered. This is a measure of 
program breadth at the doctorate level of instruction. 

^B achelbris-B eg rees -per 4-Digit HESIS Discip l ine. The number of bachelor 
degrees for each 4'digit HEGIS di sci jDl ine This is a measure of program 
depth at the bachelors level of instruction. 



Masters Degrees . per ArPlgi s HEGIS , Di scipl i he . The number of masters 
degrees for each 4-digit HEGIS di sci pi i ne . This is a measure of program 
depth at the masters level of instrtJction; 

Doctoral Deqre -^>- per -^ -Digi t HEGIS -Disc i-pl i-ne . Tn-: ne' r of doctoral 
degrees for each 4"digit HEGIS discipline. This is a n^:?. sure., of program 
depth at the doctoral level of instruction. 

Total Ba chelor uegrees 1n Education per Total Bachelor Jegree-S^ The 
number of bachelor degrees granted in the discipline of education per the 
total number of bachelor degrees granted. This is a measure of program 
comprehensiveness at the bachelors level of instruction. 

iuta] Masters- Decr ees in Educati cm -par Total Master Degrees . J};-: ^u^trr 
of masters degrees granted in_the discipline of education per the total nur' ''^ 
of masters degrees granted. This is a measure of proriram c iprehensi veness 
at the masters level of instruction. 

Total Doctoral Degrees in Education per J" oial_E)or.to r a1 Degrees, the 
number ^f doctoral degrees granted in the discipline of -ddcation per the total 
number :'f doctoral degrees granted. This is a measure of program comprehensiveness 
at the doctoral level of instruction. 

Perce- tage of, bnderaraduate^ tud c nts _W.h ^^Fu4L-Ilfiie . Percentage to.al 
undergrad::ate enrollment which are. enrolled fu'l-time. This variable is i 
undergraduate student characteristic. 

Total FTE Enr-ol-ltae-n t . Total full-time-equivalent (PTE) enroT nt at all 
levels of instruction. This is a t -^asure of overall size. 

_ total PTE Enrol lment of Graduate S tudents . T'^tal full-time-equivalent 
enrollment of graduate students'at all levels '^f instruction, Th^s is a rrip-si-e 
of overall size at the graduate level of instruction. 

Total First Profes sional FT E^Enrollment . Total FTE erirdllment in first 
professional decree proq: ams . This is a measure of overall size of first 
professional degree programs. 
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__ TQta] Professional. Staff .. The full -time-equivalent number of professional 
staff employed by the institution. This is a measure of overall size. 

Total Edu cational and General Expenditures . Total edtieatibn and general 
expenditures reported In the HEGiS ' Tinancia I reports: This is ah overall 
measure of financial suppo required to operate the institution. 

Grant Cbritract Revenue . Current fund grant conlrsct revenue reported in 
the HESIS financial rep'^rts,. This is a measure of externally funded research 
support received by the institution. 

Number of Faculty by Rank . The number of faculty are reported by rank 
annually by the American Association of University Professors (AAUP) ; Thi s 
is a • easure of overall size and an indication of the experience and maturity 
ievei. of faculty employed by each institution. 

i number of full professors 

• number of associate professors 
i number of assistant professors 

• riumb:''" of "instructors 

Parce ntaqp of Tota l Faculty Who Are_Fu11 Professor:; The percr.nt_dr total 
faculty who'lidve reached the rank of full professor. Th • ,s an bvera' 
measure of the experience and maturity level of the faculty. '"rMip'oyed by che 
institution. 

Fa culty Workload . The. ratio of total FTE enrollment to the i. i :i!)n=^^e = 
of faculty employed by the institution. This is an overall measLire of tne 
workload attainment of faculty employed by the institution. 

Total Tlegrees Conferred pe<-Total Enrollment , Total number of degrees 
conferred for al 1 programs per total FTE enroll men t. This is a measure of 
overall program and student quality for each i niiti tution ; 



In addition to these variables, four variables which measure average 
faculty cdmpensation_by academic rank were considered during the initial 
selection process. These variables are designated separately on Table 1 
because they were excl uded f rom the final factor analysis. The. reason for 
excluding these variables is that a primary purpose for developing an insti- 
tutional framework is to make interinstitutlonal comparisons of average 
faculty compensation. If average compensation variables had been included the 
groupings could have been heavily influenced by these variables.. .The. results, 
would then be much less useful for examining relative compensation with regard 
to other factors . 



G5 



EKLC 



73 



Most of the variables used are ujeasures of overall size and the _ 
cbriiprehensiveness of programs offered at all levels Of instruction, but 
several riiay be considered indirect measures of program quality. First, 
the Barron's Index is an indirect measure of ahdergraduate program, 
quality at a specific institution. The underlying assumption is that_ 
institutions which are highly selective. in admitting undergraduates also 
have high quality undergraduate instructional programs. 

Second, the ratio of degrees conferred to total enrollment may al so 
be cbhsi'^pred ah Indirect measure of quality, assuming that institutions 
which h> a hiah ratio of degree-: awarded to total enrollment also offer 
high quality instrtictionsl nrogrcnis. However, this may also bf. a measure 
of the institution's admi ssion' sel ecti vi ty - tho. - institutions which are 
most selective in admitting students would be expected to have the highest 
degree completion ratio. Dr -e completion ratios can be misleading, however; 
An institution with low stai ._rds or an institution with many transfer _ 
students Or short term degree programs \rQU\d have u high degree completion 
ratio . 

A third indirect iho- ,ator Of quality is amount of external grant_funds 
per professional staff member. Presumably, a high quality faculty will tend 
to be more successful in attracting external grants to the institution. 

In a recently published paper. Smart, et al . identified various measures 
which directly or indirectly reflected quality or prestige within the cicademic 
community They used variables such as the average composite SAT Verbal and 
Math scores for each institution being examined, and composite university scores^^^^ 
on ratings of doctoral faculty in studies by Carter and by Roose and Anoerson (1980) 
While these variables may be useful in the process of separatmn institutions 
into similar qualitative groups, few would agree that they are adequate measures 
of institutional quality. 

ef the variables used in this study, these which measure program breadth, 
depth and eomprehensi veness have, to our know! edge not been used previously. 
These variables measure dimensions other than overall size which are intuitively 
important in distinguishing amonq institutions. By measuring a number ot 
institutior.al dimensions, it_is anticipated that the inst • tutional groups 
resulting from this study will be mOre acceptable. 



The program comprehensiveness measures used in the study require further 
explanation The comprehensiveness measure was Used to determine the extent__ 
to which an institution offers degree programs across_a variety of theacaoemic 
disciplines A totally comprehensive institution would award degrees in ail _ 
academic disciplines at all student levels , and it is unl ikely that one discipline 
would 3Ci unt ffir a di sprjpOrtionate share of the total: 



Rather than count the number of disciplines in which deqreies are_ 
awa'rdCvi for each institution, this study used, the ratio or deqrees offered 
in the field of education to total 'iecirees offered. It v/r ~ assumed that an 
institution which avvards.a 1 arqe. p^jportibn of its total irees in one 
specif icacademic discipline is less comprehensive than an institution with 
a more balanced array of deqree programs. Education was selected because many 
state universities have evolved from teacher preparation institutions. While 
many of these institutions have changed their official names frbm.colleqe to 
university, they remain heavily committed to the- preparation of elementary 
and secondary schnoi teachers. 

Study Methodol :.[^y 

The. methodology used in this study is similar to the one used in the 
Terehzini study to identify higher education institutions having attributt-s 
and characteristics similar to SUNY-Albany (19^9, p. 1). Thi.s methodology i:, eludes 
the use of factor analysis, cluster analysis, and discriminant analysis to 
identify peer groups. 

First, factor anlaysis is used to identify a small number of factors, 
based upon commoh. rel ationshi ps among a larger number of variables, that can 
be used more easily to construct peer groups. Second, cluster analysis is 
used to group institution; according to their relative similarity oh the various 
factors that were identified in the previous step. Third, discriminant 
analysis is used to test whether the clusterihg.technique has, in fact, resulted 
in groups that are as closely similar as possible. In this study, a few 
institutions were moved. into more appropriate clusters based upon the results 
of the._discriminarit analysis , and an additional discriminant analysis was made 
to confirm that the new groupings improve the cluster. 

The computer software programs used to run the factor analysis, cluster 
analysis, and discriminant analysis are those developed by the University of 
California (Dixon and Brown 1979). These programs are referred to as the 
Biomedical Computer Programs and the reference numbers for the programs used 
follow: 

Factor Analysis - (Dixon and Brown 1979, pp. 555-554) 

Cluster Analysis - P2M (Dixon and Brown 1979, pp. 633-642} 
Stepwise Discriminant Analysis - P7M (Dixon and Brown, 1979, pp. 711-733) 

In the following sections each of these statistical techhigues is described in 
greater detai 1 . 

Factor Analysis. Factpr.ana lysis is_a branch of statistical sripnre, first 
developed and U'sed in the field of psychology (Harman 1976 , p. 3). Since its 
development in the field of Psychology, factor analysis technique has been Used 
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widely in dther fields such as medicine, ecbhomics; political science, and 
sbciblogyjHarman 1976, p. 7) . The factor analysis technique has al so been 
used widely in various higher education research efforts (Astih 196E; Smart, 
El ton i and Martin 1980). 



The factor analysis technique has the capability of bringing order^out 
ef th° relationships among a large number of variables (Harraah 1976, p. 8).^ A 
satisfactory f. or analysis results when the solution yields a small number 
of factors which convey all of the essentiai information of t^^p original , larger 



number of variables. The primary reason for developing the Tdctor analysis 
technique is to attain scientific economy of description (Harrnan 1976, p. ') ■ 

C luster Analysis . Cluster analysis is a statistical method for grouping 
a large number Of cases using measures of similarity or dissimilarity among 
different variables, or as in the case of this study, among different factors 
based upon a larger group of variables. 

Initially in the clustering process, each case is considered to be a 

cluster on its own. At each step ef the clustering process, thi two clusters 

which have the shortest matherratieal distance between them are combined and joined 
to form a n^W cluster (Dixon .nd Brown 1979, P- 633). The clustering process is 
continued until all cases being examined are c:jstered into a single, arge ^ 
cluster This clustering process is referred to as Ward's '''erarchical cluster_^ 
analysis method (McShane 1977 , _ P- in). To achi eve the purpose of tne^ cl uster ,naly 
the user of the cl uster anl aysi s must select an optional pattern of clusters 
from the numerous patterns that appear at various stages of the ^lu^Jl'T^^JQ ^^^^ 
process (Terenzini 1979, p. 7). Thi s_ shor:cOming is the reason fo^^s ng a form 
discriminant analysis to veri ry the classification of cases which resulted 
from the cluster analysis. 

Dis-^i minan t Analysis . Discriminant analysis is a statistical technique 
that Tnables the user to examine previously established groups and determine: 

The variables or (in this cnse) factors that best describe the 
differences among the groufs; 

The importance of each of the variables or factors in accounting 
for the differences among the groups; 

The extent to which individual cases (or ihsti tutiens) are similar 
to the average characteristics of their respective groups; and 

The group to which individual cases should be assigned if, in fact, 
their best "fit'' is not in their original group (Tatsuoka 1970). 

The discriminant analysis is begun by identifyirq the factors used in 
the cluster analysis that best discriminate betv.^sei the clusters selected. 
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This factor is the first tb.be entered into di serimiharit analysis; tr\ a 
stepwise fashion, the diseriminant analysis then selects the other factors in 
order of tiieir importance in explainihq the separati the clusters. Then 

group means are calculated for each of the factors that are found, to be important 
in the first step (the important factors are called discrirlinaht furictibhs) 
and the groups are "mapped" into . space. The factor scores for. individual 
institutions can then be compared to the "location" of their cluster means: 

Because the cluster analysis procedure works oh the principle of joining 
the eases or clusters which are most similar, those cases which cluster near 
the end of the clustering process tend to be dissimilar to other institutions 
in the cluster. The clustering process is not complete until all cases have 
been included into a cluster. Those cases which tend to be unlike any other 
case and are forced into a cluster late in the process may not be assigned 
to the. cluster. that best matches their characteristics. The discriminant 
analysis technique will determine whether or not all cases have been consistently 
classified, and, 'f ••hey have not, i t wi 1 1 speci fy the 'ster into which they 
would have been mu;G appropriately classified. 



Study Results 



Results of the Factor Analysis 

The twenty-seven institutional variables used in this study were entered 
into the factor analysis.. Five factors were identified as having, eiqenval (jes 
greater than one. These five factors explained 75.7 percent of the variance 
among the institutional variables used in this study. 

The factor* anlaysis first identifies the principle axis along which there 
is a maximum o^' variance. Then a second axis, constructed orthogonally 
(uncorrelated) to the first, accounts for the maximum amount of variance which 
remains. This process is continued until all the variance among the variables 
used is explained (Cooley and Lohnes 1971, p. 130). Tho five factors identified in 
this study explained more than 75 percent of the varir3P^^ in the twenty-seven 
variables. These five factors were orthogonal ly rotate^; using Kaiser's varimax 
criterion. Standardized factor scores for each of 1,1 iS institutions were 
produced based on the rotated factors. 

Table 2 shows the a^nount of variance explained by each of the five factors. 
Factor One, with an eigenvalue of 13.99, accounted for more than 50 percent of 
the variance among the institutional variables, and factor Two explained nearly 
nine percent of the total variance. Examining each of the. five factors from. top 
down in Table 2,. it can be observed that each factor explains progressively less 
of the total variance among the original _ twenty-seven institutional variables. 
A successful facto^^ anlaysis explains a large proportion of the variance with a 
small number of factors (Dixon and Brown 1979^ p. 55 i ) . Based on this criterion, 
the resui:s achitwed in this study appear to be satisfactory. 
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Table .3 . shows resiilts of the. rotates factor loadinqs,. Because. of zhe 
strohq positive loadinc;3 bh .vari abl es. which measure d n^all i hsti tutidhal 
si^e and program comprehensiveness, the first factor r^^ ^n referred to 
as ''dveraii Size and Proqram_eomprehensiveness The jcond factor has been 
labeled "Overall Size and Program Comprehensiveness at the "doctoral Level.'' 
For t».is factor, there was a negative loadinq on tf.c pr^rceriaoe of total FTE 
enrol inieht which is Undergraduate.. Current fund revenues "-Vorn nrants.afld 
contracts also loaded heavilv on this factor, cdhfirminq that institutions 
having strong comprehensive doctoral programs are also active in research. 

- The variable which loaded most strongly on the third factor is the 
Barron's Index of selectivity of undergraduate students. For this reason 
this_ factor has been labeled "Undergraduate Admi ssion Sel ecti vi ty . " Five 
of the. i nsti tutional variables loaded negatively on this factor. All of these 
variables measured program comprehensiveness . at the three student levels of 
instruction - bachelors, masters and doctorate. Even though _ i t_W5s nor. a 
strong loadinq, the Ratio of Total Degrees Conferred. to Totol FTE Enrollment 
loaded on factor three. This loading suggests that nsti tot^;ons which are 
selective in admitting undergraduates also have a higher degree of success rate 
towards graduation and the receipt of a degree. The third variable which loaded 
positively with factor three . i s . the Percentage of Total Faculty Mho Are Full 
Professors, suggesting that institutions which have, hinh standards for 
undergraduate admission also have a proportionally high percentage of total 
faculty who are full professors. 

Two of the three variables which loaded heavily on factor four are measures 
of program depth and comprehensiveness at the masters level. For this reason, 
this factor has been labeled as "Program Comprehensiveness at Masters Level , " 
The ratio of total degrees, conferred to total FTE enrollment also loaded 
heavily on this factor. The only negative loadi iio on this factor was t!.e 
percentaoe of total enrollment which _ i s ..undergraduate and,. in view of the 
variables which heavily loaded on this factor, this is logical, 

The fifth -"actor was influenced heavily by a single posit ^"ve loading from 
the variable which measures facul ty workl oad : Therefore, this factor has been 
titled "Faculty Workload." This factor had three additional variables which 
loaded negatively. The negative loadings suggested that institutions which have 
relatively high faculty workload ratios tend to have lower undergraduate 
admission standards, a smaller percentage of faculty who hold rank of full 
professes, and a small number of doctoral programs 

Table 4 is a summary of each of the five factors used in this study and 
the title given to each. Standard factor scores. for each of the 1,118 
institutions in this stjdy were . produced by the factor analysis program. These 
scores are shown in Appendix A (Table A-7). 
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Results of the Cluster Analyses 

The standard factor scores for each_of the.lJlS institutions were then 
entered into a cluster analysis. Initially, all institutions were clustered 
together.^ Selecting the optimal number of clusters is difficult and subjective, 
and in this. study, it was made even more difficult by the total size of the 
institutional population being used, f^nr this reason the institutional, 
population was divided into public and private i hsti tutibhal groups. This 
division assisted in interpreting. the results of. the cluster analysis, and 
the discrimihant _a:nalysis to be discussed later in this report revealed 
several basic differences between the public and private institutional population. 

The 415 public institutions for which standard factor scores had been 
computed clustered into eighteen groups. The size of these groups . ranged 
from one institution to seventy-nine. The Illinois public universities were 
included in eight of the eighteen separate groups. 

Factor scores. for 671 privately controlled institutions were entered into 
the cluster analysis and a total of twenty-seveninstitutional groups were 
selected for ft^rther examination. These institutional groups ranged in size 
from two to 157 institucions . 

Results of Discriminant Analysis 

Table 5 shows the results of the di scrimi nant .analysi s . As mentioned earlier, 
the discriininant analysi s .program adds, In a stepwise manner, the factors in 
decreasing order of significance. Factor One, Overall Size and Program Comp- 
rehensiveness, WaS the most siijnificant factor in discriminating among the 
eighteen groups of publ ic institutions. The second most significant factor was 
Program Comprehensiveness at the Masters Level (Factor four). The tiird most 
significant factor was Faculty Workload (Factor Five). 

In adciition to. measuring the extent to. which each.bf the five factors 
'iscriniinate among the eighteen public institutions selected, the discriminant 
analysis provides a corroboration for the eighteen institutional groups through 
a classification analysis; The results of this classification analysis are shovvn 
on Table 5. Among all eighteen groups, 91.4 percent of the institutions were 
classified in the group that most closely matches its characteristics. 

For purposes or thi^/ Ludy, the. discriminant analysis wa.s performed twice. 
Over 85 percent of the total institutions were. identified as being properly 
classified after the first discrimihant analysis. Then the. mi sclassif ied 
ihsti tuticins. were placed in a. more appropriate institutional group based on the 
analysis. The. second discriminant analysis run was made to determine the 
extent to which the groupings were improved by the reclassification of these 
institutions. 
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..In v^'ev' of the large hi'iDber . :.he. diversity o"" i hstitutibhs included 
in the cluster analy:is, ^lie c 1^ ssi f leatibri of 91. per cent of all institutions 
in groups that are staMstnTally distinct from all other groups is a hiahly 
satisfactory result. 

In addition to the classification analysis, the discriminant analysis . 
program provides plots df_the location of the group centrdids for.each of the 
institutional clusters.. Terenzihi, et al . suggested that these plots might 
assist planners and administrators in understanding how the institutional 
groups resemble each other. The plotting is done using the first and second 
canonical van'ables, which are composite measures of the factors used in the 
discriminant analysis. Because they are composite measures of the five 
factors used in the study, it is difficult to describe and. label them.. The 
reader can review thecompositioh of these variables by refGrring. td_the 
coefficients for all five of the canonical variables in Appendix A (Table A-8). 

Figure 1 is a two-dimensional plot of these institutiDnal groups which 
included II 1 inoi s public universities using canonical variables I and II. 
Because the actual mathematical plot of these variables is 1n five-dimensional 
space, it is difficult to interpret the locations on a two-dimensional scale. 
On one dimension institutions X and Y may appear tc_ share 1 ocations when in 
space theyare a considerable distance from each other . However, the plots 
on Figure 1 _do show that a number of quite distinct institutional groups have 
been identi f ied . 

Table B-1 in Appendix B is a listing of the specif'^'c institutions within 
the institutional groups which include public univfrrsit.v "^^'^se groups 
reflect all of the reclassifications which result;ed fro." ond discriminant 

run . 

Table 7 is a listing.bf the. specif ic insti tutions vyithih the eight insti- 
tutional gro 'ps which include Illinois public universities. These groups 
reflect all jf the reclassifications which resulted from nhe second discriminant 
run. For an examination of institutions within all eighteen groups which 
resulted from this study, refer to Appendix B. 



Table 7 summarizes the results of the discriminant analysis for private 
institutions. The factor which was most important in discriminating among the 
private, insti tutions was I'rogram Corriprehensi vt-^es^ at. the Master^ Level, Factor. 
Four. _The secbnd_mdst important factor for the private institutions was Overall 
Size of_Graduate Programs and Program Comprehensiveness at the Doctoral bevel. 
Factor Two. 

This res It is somewhat different from the result of the piiblic institution 
discriminant enalysis. For the n:..:)lic insti tutions , the must 'mportant facte \ 
was Overall Size and Program Co, ^ehensi veness , Factor One. Factor Four was also 
the second most important in di sci^imi nating arriong the public institutions. The 
differences in the discriminant analysis for private institutions may be partially 
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explained because private insti tot'fonr; , ?:$ a qroup, apparently dd_ndt offer 
a. broad range of academic programs at aM three student levels. Therefore, 
the factors which were heavily loaded ty the institutibpal variables measuring 
si^e and scope of graduate programs emerjed as very important in discriminating 
among the private institutional groups. 

As for public institutions^ a second discriminant analysis was performed 
after reclassifying certain institutions not properly cl assi fi ed in. the original 
cluster analysis. Table 8 shows the percentage of private institutions which 
were misclassified after this second di scrimi hant analysi s , For al 1 twenty- 
seven institutional groups 93.3 percent were found to be properly classified. 
This is a marked improvement over the results of the first discriminant 
analysis run in which 82.9 percent were properly classified. The twenty-seven 
groups Of private institutions are presented on Table B-2 in Appendix B. 

Figure 2 is a plot of the private institutional groups which include Illinois 

institutions^ This plot was constructed using canonical variables I and H, 
which are composite measures of the five_factors which were most inferential 
in discriminating among the institutional groups. The statistical data for 
these variables is reported in Appendix A (Table A-9). 

Again, it must be stressed that the plot in Figure 2 has been reduced to 
two^dimensions. Therefore, institutional groups which appear to.be quite 
similar could in fact be guite dissimilar in the five-dimensional space. However, 
the plots are useful in determining the extent of differences among the various 
institutional grouDS. Group 25, which includes Northwestern and the University 
of Chicago, is quite distinct from. the other groups. The remaining institutional 
groups which include Illinois institutions appearto be more similar, but the 
group centroids do indicet.^ several distinct groups. 

Institutional Groups of Illinois Institutions 

Ru b T i c -U n i v e r s i t i e s . Of the.eighteen_total institutional groups used in 
the discriminant_analysi? eight included Illinois pcblic universities. Table 
B-1 in Appendix B is a 1 ing of the institutional groups which include public 
urii versi ti es . 

Eastern Illinois University is in Group Three with thirty-six other 

institutions and Sangamon State University has been classified into Group 
Sixwith twenty-eight other institutions. After the.cluster analysis, Sangamon 
State was placed into Group Seven, but the results of the discriminant analysis 
indicated that it should be included in Group Six: In some respects Sangamon 
State 'Jniversity appears to be different from the average institution in either 
Groups Six or Seven, but it seems to be more similar to institutions in Group 
Six than Group Seven. 
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Chicago State, Northeastern Illinois, Western illinois and SI'; ^'^v.'^ dsville_ 
were all placed into Group Seven with a total of thirty-two institu; is. Chicago 
State was briqihally placed into Group One by the cluster analysis. But the 
discriminant analysis indicated that Group Seven was a more expropriate cluster. 

SlU-Carbondale was placed into Group Twelve by the cl uster.analysis , ^but 
the discriminant analysis indicated that it is more appropriately classified 
witn Group Eleven. Illinois State and Northern Illinois remain in Group Twelve 
with a total of ^-"^rty-dne institutions. 

The University of II 1 i noi s-Ghicago Xi rcl e .was placed i nto Group Fourteen 
by the cluster analysis, and it remained identified with.this group after . 
discriminant analysis. Governors State University was placed in Group.Sixteen 
with. a total of only, four institutions. This suggests that Governors State is 
unlike most other public institutions included in this study. 

The University of. Illinois at .Urbana/Champaign was clustered into Group 
Seventeen with nine other institutions. _It. should be noted, that seven Big Ten 
institutions were identified as a part of this group.. Northwestern University 
was excluded because they are a privately controlled i nsti tutipn , . and the 
Universities 0/ Indiana and Iowa were placed into another institutional group. 
This result is possibly due to the fact t!.at these two institutions are not. 
as large as the seven Big Ten ihstituti:.;-- in Group Seventeen, and apparently 
do not offer a broad range of programs at all three student levels - undergraduate, 
masters and doctorate: It should also be noted that these two universities 
are located in states which have separate large land qrant institutions - Purdue 
and lom State. 

All but one of these institutional groups appear to be_ sati sfactory . The 
group which includes Governors State University contains only four institutions. 
For calculating measures such as. averaae compensation by facul ty rank ; larger 
population would be more acceptable for maki ng meani ngf ul stati sti cal inferences . 

However, the data used in this study.suggest that Governors State University 

and t^ie three other institutions ' ' Group. Sixteen are. quite distinct from any of 
the or.her institutional aroups fo: -d in the. study. The data also suggest that 
there are a relatively small number of institutions. in the public institutional 
population which are similar to the University af Illinois - Chicago Circle 
(13 institutions) or at Urbana/Champai qn (16 institutions): 

Private Institutions. Of the twenty-seven private Institutional groups 
selected from the cluster anal ysis seventeen i ncl uded at least one Illinois 
private institution. Only two of these . seventeen institutional aroups had 
less than ten nstitutions. Group Twenty-One (^dsary. Col lege) had a total of 
five institutions while Group Twenty (College ot St. Francis) had^six. . Table 
B-2 in Appendix B is a listing of the institutional groups v^hich include private 
insti tutions 
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^he cluster analysis placed Morthwestern University into Group. Nineteen 
with Loyola University (Chicaqo) and DePaul Universit.v. However, the 
disyririnant analysis sugqested . tha t Northwestern University was mis:ia5sif "ied 
in Group flineteon and. moved it to. Group Twenty-Five: This result intuitively 
is nioro satisfactory because Northwestern University is more commonly associated 
) th^.^ institutions in Group Twenty-Five, and not wit', institutions in Group 

The discriminant analysis for the pri vate _i nsti tutional . popul ation also 
.'itified ano^^her potential prpble: in.classifyinq private institutions: 
Manv privare institutions are church-related, offerinq extensive theological 
proc^vims th^' undergraduate and graduate level s:_ Degree data for these 
preira!'::, reflected in the vc rious ratios used to measur- prnc am d^-pth , 
br^-adth anc cn-iprehensi veness . therefore, an institution V/. ^' wards a large 
r^rc':^- ion f *' i:s total masters degrees in theology would be ;ifief s being 
c:r to an institution which awarded a . large proportion o'' s tnta i Piasters 
•?es in eingi neeri nq . . .his problem could be corrected by tiiciuding an 
i r^,. . i tutional variable which measure^ the degree to whicli theological programs 
arc- repr^esented in the institution's curr^r:ulum: 

A ci'-'tailed listing of institutions ir each of r.he public and private 
v.^i^jtional rroups is included in Appenoix B. 



Gone' on 



As stated e'-rlier, the purpose of this study was to identify various 
if. itunonal comparison qroup.^ for public and private institutions in Illihois. 

-/'"ii'^rsry reason or idontifyinq groups of p' institution^ is. to. have 
• br:si: for the comparison of average . cbrhpensa and salary i Illinois 

Mitutior to simi lar insti tutions in other stu es: The institutional groups 
r-sul tin'.- : f\oi:, this study appear to be aeeeptable for average compensation 
ar;d sain, / cor;pa r i sons : They will be used inan analysis of average compensation 
ar i sr^'ar/ tnat will be provided in subsequent reports by the Board of Higher 
•"■.J" .: u';o;: L ta rr . 

.Nhilc ! results ^f this study were acceptabl e , Lhere may be .ways, of 
i-:;:'- V'/ine suc! s'jdif;- in the f uture. . Fi rst , the basic data used for the 
stu^:"./ was collf- :d i. fiscal year 1 977. If possible, it would be desirable 
c: ^ct A.[''r studios on mnre.current data. However, a difference o^ one 
or V.-' Mscal years would prooabl;^ produce only marginal changes in the study 
re Sii I ■■ . 
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Anocher possible means of imprbvinq stucies of this type may be the 
Introducuion of more Institutional variables v;hieh measure progrem Quality; 
While such measures are often jbject j ve and contruversial , they are relevant 
tn the question of faculty compensation and they may br useful in distinqu: ^hiriq 
"groups of peer institutions, In. subsequent studies it may be desirable to 
include more ihstitutioha ; variables of this nature. 

Althouoh the results of this study are satisfactory in "orms of its "intended 
purpose, it is important to stress that no grouping of institutions can be 
considered definitive or f^nal . Colleges and universities are complex, 
constantly changing organ izatin;:s . The clusters of peer i i tuticns wr-^ch were 
found in this study may well be Ui f fereht .1 h five years as institutions chanae. 
For this reason such studies should be updated periodically. 
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COORDINATES FOR GA^NON'TiCAL VARL^ELES I A^ID II - 
IMSTITUTIOl^AL groups with ILLINOIS PUBLIC UNIVERSITIES 



oTOUDS 



Canonical 
Variable I 



Can Ml ica 1 
Variable II 



inree 

Six 

Seven 

Eleven 

T^v^eive 

Fourteen 

Sixceen 

Sevenceen 



0,32 
2.37 
0.93 
-3.49 
-^.39 
-1.08 
3.51 
-9.73 



0.79 
-0.01 

1.10 
-6. 09 

-o.so 

3.79 
-4.52 



Groan Locacion of iiitnots Public Universities 



Groups 

Three Eascern Illinois 

Six Sangamon Scate 

Seven Chicago Scace, Northeastern Illinois, V/estem Illinois 

and Southern Illinois University-Edwardsvilie 

Eleven Southern Illinois Univetsity-Carbondale 

Twelve Illinois State arid Northern Illinois 

Fourteen University of Illinois-Chicago Circle 

Sixteen Governors State 

Seventeen Un tvers ity of I ii ino is -Urb ana /Champaign 
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I:I)(:ATII)N of CKOiiPS UIIICII lNCI;lJl)i; II,i;lNl)IS I'KIVATF. INSTiTllTlONS 

Canonical 



Vari;y)lL' II 

6 
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COOP^INATES_ rOR_C.L\'gNICAL_ VARIASLES I ."LVD II = 

INSTITUTIONAL GROL'PS :VITH ILLINOIS PRIVATE iMSt ITL'T IONS 



orcups_ Variab.l Var iab Ic 1 1 



One -0.^0 -0,57 

T-'O 3.29 -1:36 

Three 2.48 -0.29 

Four 1.13 1.70 

Five 1.06 1.80 

Six 2,00 3 25 

Seven 1.57 0.61 

Eigne 0.77 -3:24 

Nine -1.64 0.62 

Ten -2:34 -2.40 

Fdurceen -2.23 3.12 

Fifteen 0.10 3.45 

Seventeen -4.02 -(3.91 

Nineteen -6.71 -2:07 

Tventy 1:98 -0.33 

T%*enty-one -4.02 "6.11 

Twenty-five -15.02 -0 . 58 



Group Location of Illincis Private Institutions 



Crouc 5 



One St; Xavier, Mundelein 

Tvd Eureka, Tr \nity 

Three Illinois ^ nedictine, Judson 

rour Eln^^nurst, Illinois Aealeyan, Augustana 

Five Lake Forest, Barac, Prtncipra 

Six Miiiikin, Greenville, Monmouth, ^:acMurra^• 

Seven North Park, McKendree, AuLora, North Central, 

College, Ouincy, Trinity Christian 

Eiaht Oliver. Na^arene 

Nine Bradley 

Ten Illinois I:;3titute of Technology, leor:^e 'vi^l 

Fourteen '/heaton 

Fifteen Kjiox 

Seventeen Roosevelt, Lewi3_ 

Nineteen Loyola-Chicago, DePaul 

Twenty College of St. Francis 

Twenty-one Rosary 

Twenty-five University of Chicago, Nortnwestern 
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ASSENDiJM m 



Pirivaces 



Group I ^ N=65 

Mundeletn 
Sc: Mavier 

Croup 2 - N^80 

Eureka 
Trintcy 

Cra4jp- 3 - N=^9 

Illinois Benedictine 
J udson 



Group 8 



= 11 



Group 



Elmhursc 

Illinois Wesieyan 
Auguscana 

Cr^xwp- 5 - N=^6 

Lake Foresc 
Barac 

?r incipra 



GrouD ^S 



Millikin 
Greenville 
Monmouth 
MacMurrav 



roup 7 - N=65 



North Park 

McKendree 

Aurora 

North Central 
Illinois College 
Ouincy 

Trinitv Christian 



Olivet Nazarene 
Group 9 - N=21 
Bradley 

Group 10 - N=32 

iiiinois Institute of Technology 
George Williams 

Group 14 - N=19 

tvhea ton 

Group 1 5--- N=27 
Knox 

Group 17 - N=2-7- 

Rodsevelt 
Lewis 

Group 19 - N=26 

Loyola-Chicago 
DePaul 

Group 20 - N=5 
College of St. Francis 
Grx^Ttn r 



Rosary 

Group 25 - N=1Q 

Northwestern 
Universitv of Chicago 
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Ihtrbciuction^ 



it is widely believed that most states overbuilt their public higher- 
education facilities during thie postwar .period and that there. w1 1 1 be 
severe .problems of excess. higher-education capacity in the 1980s. However, 
there is little analytical be^is currently available to determine 
which "Programs and institutii , represent excess capacity: Without objective 
criteria, state governments will be inclined to make across-the-board re- 
ductions at higher-education facilities, even if it would be preferable to 
close some institutions and expand others. Further, whenever criteria for 
budget cuts are ambiguous and unp>^edictabl e , state planners and legislatures 
will receive 1 ittle of the codperdtion f rom. i rt. tutional administrators 
and faculty that is required to cope with the problem of excess higher-education 
capaci ty . 

This paper provides a case application to community colleges in north- 
eastern Minnesota of an optimization model designed to assist policymakers 
in making choices about campus closings^ With detailed i nstitutional data 
on size, quality, and costs, and estimated enrollment demand functions, the 
model can be used to calculate optimal choices for program and institutional 
closings. In.the model the stateis objective is tD_ insure that specified 
proportions of enrollment demand for. each program at each defined location 
in the state are satisfied with a minimum total expenditure of state funds. 
With declining enrollments, the state can close and consolidate programs. . 
to achieve cost savings that result partly from lower unit costs in survivina 
programs. To maintain access travel grants must be given to students living 
near the closed programs to allow them to attend elsewhere^ The optimization 
model .incorporates this tradeoff between institutional cost savings and 
expenditures for travel grants. 



Description of the Model 

The optimization mode} is designed to search out the consequences of 
alternative closings of campuses until it finds a case where the state's 
higher-education costs are minimized subject to constraints. For each 



*Th"e research underlying this paper is part of an ongoing project on statewide 
higher education planning supported by the University of Minnesota administration 
and.the Minnesota Higher Education Coordinating Board. We wish to thank David 
J. Berg, Director, Management Plahhihg.and Infdrmation,_Services , for his en- 
couragement. Da )iel d. Pierro and William C. Weiler of the Management In- 
formation Division have contributed to the project on statewide higher-education 
planning. We are grateful to Colleen T. Davidson and Jean L: Twite for 
helping to prepare this paper. 



"hypothetical closing of a eamptis, the rnbdel's search examines . the costs 
of travel grants necessary to induce students to make the choices leading 
to the alternative enrollment! evel_S2_ The model's computer proqy:^ams are 
designed so that the search leading to the constrained minimization of 
cost can be performed in a finite number of steps at reasonable cost: 



The state's total higher-education "cdsts^. consisting. of the sum of 
per student costs times enrol Iments . in al 1 institutions plus the costs /of 
travel grants to students, constitute the model's ''objective function." 
The constraints include per student costs in each institution,* equations 
represehti ng_ students ' enrol Iment demand behavior , and requi rements for ^ 
minimum levels of combined total enrollments in those institutions remain- 
ing ooen: Each constraint is important.. If there were no constraint on 
per student costs, the optimization model wouldseek.sdlutions where class 
sizes and faculty/student ratios increase indefinitely^ The per student 
institutional cost constraint thus enables the policymaker to establish 
minimum standards of quality and ensure that the model's solutions are . 
realistic. Similarly,, the constraint on total enrollments avoids solutions 
that lower cbsts_at the . "expense of reducing access bel ow desi red 1 evel s . 
The constraint of enrol Iment demand _ behavior requires takinq into account 
the costs of inducing students to alter their institutional choices. 

In most states ^little attempt has been made to reallocate enrollments 
among existing institutions or to close any of these institutions. The 
nature of institutional costs are both administrative and academic, and some 
vary with the level of enrollments and some do not^ When enrollments increase^ 
costs that increase do so at somewhat decreasing rates^ But per student 
total costs decrease more rapidly because the larger enrollments are spread 
over those "fixed" costs that do hot. vary wi th _ enrol Iments . This environment 
was favorable to states as_enrol Iments secularly increased during the postwar 
period. The situation will be reversed during. the 1980s and states will 
therefore face higher per student costs in their cdllenes and universities. 
Given these higher costs, it is appealing to close some campuses and take 
advantage of the ecOnCMies that would result from their students enrol ling 
at the other campuses. 

However, as already noted, these potential economies tend to be offset, 
by costs of travel grants to increase enrollments at the campuses that remain 
open. For example^ if a campus wereclDsed those students living nearby 
would race higher travel costs and often additional . 1 ivinq expenses if they 
were to attend a more distant campus. An appropriate requirement is that 



*The constraint oh institutional per student costs consists of. separate 
constraints on class si zes , workloads , facul ty/student ratios. in individual 
programs of surviving institutions, and faculty salaries: Policymakers can 
separately specify each of these components of costs: 
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total enrol rments in a1 2_remai ning institatiohs after a campus is closed 
must equal total enrollments before the closing, although other required 
levels of enrollments can be specified. The tradeoff between costs of 
travel grants and.econorriies in institutional costs is central to the 
bptimizatidh model . 

The model is designed to. recalculate a state's combihed _ total . costs 
--fixed and variable institutional costs plus costs of travel grants. tQ_ 
students living near those institutions to be elosed--under as many different 
assumptions about campus closings as pol ic:/niakers specify ; These can 
include all possible or any number of specified combinations of institutions 
remaining open and. all possible or any specified number of enrollments in_ 
open institutions.* By recalculating costs,_ the model's program continues 
to search for a sol ution .where total costs decrease^. i .e. , where econonies 
from larger e?;rollments in surviving institutions offset costs of travel 
grants more than the previous solution, until there are.no sol utidns _wi th 
lower costs. Aside from calculating the "optimum" closings that minimize 
a state's total costs, the "model can be used to calculate a state's total 
costs for as many particular campus closings as the policymaker wishes to 
specify , 



Implementation of the Model . 

Because the optimization model systematically explores the tradeoff 
of eeonomies from larger institutions against the tost of orants to students 
when campuses are closed, relationships between institutional costs and 
enrol Iments , and between enrollments and grants, must be incorporated into 
the model . The model itself must be designed _sb_ that it can_ economical ly 
perform a large number of calculations., the following briefly describes 
our experience in measuring each type of relationship and in designing the 
model . 

Institutional Costs 

Because we are concerned with the economies that can be realized from 
larger institutions, the cost relationships in the dptimizatidn model must 
show how per student costs vary with the. level df enrdl.lments . These cost 
relationships may_ be determined empirically dr.be based on planned . level s 
of the variables that determine costs. We used empirically determined. rel a- 
tidnships in the case application presented here; For example, the following 
figut^e shows how administrative costs per student in Minnesota community 



*The model can also be used to analyze closinq and cdnsdl i dating special- 
ized academic programs within institutidns that remain dpen. 
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colleges vary v/ith enrdnments levels;* We analyzed the reasons for such 
relationships by focusing oh the ihdi vidua i components of costs and 
btjilding up costs from then^ In reqard to administrative costs we found 
that some components cf cost such as senior staff vary little with 
enrollments while other components ^uch as middle. level staff and data 
processing capabilicy vary less than . proportionrll ly to . enrol Iments . _ Note 
that the economies from higher enrollments are_especial ly large at lower 
initial . level s where a.qiveh Increase in enrollments is a larger fraction 
of total "enrol Iments sharing fixed resources: 



Me found that institutions tend to maintain core faculty specializations 
at low levels of enrollments. Thus when enrollments increase fromlow, 
levels there are some, economies frpin.sprGCidinq.the increased enrollments 
over core faculty. That i^, the hiring of additional faculty is less than 
proportional to increases in enrol Imenc^, d though these economies are less 
pronounced than in the case of administrative costs: The rel ationshi ps_ 
showing how faculty size aries with enrollments are also used to determine 
how many facuUy in closed institutions are reassigned to surviving 
insti tutions . 

Whether historical or planned cost relationships are used in the model, 
it IS designed tn permit an_ economical evaluation cf.the cdns"er;_^rices of 
al ternative. posited cost relationships; the sensitivity of results can be 
readily evaluated: Such differences could result from alternative policies 
as well as from errors, for example, there may be alternative proposals for 
the absorption of faculty of a closed institution at expanded campuses . One 
issue we explored results from our observation that one relatively. new 
campus with very high costs has a number of disciplinary departments with 
many recent Ph.D.'s f^om top schools. The same disciplinary departments 
In older ihsti tutions hove many . facul ty_withbut Ph.D.'s or facul ty trained 
in other fields.. The optimization model can readily ihcbrpdrate the costs 
of adding specific faculty from. an institution to be closed to particular 
departments of a surviving institution: 

We had anticipated that the cost anal^ysis would be very expensive, but 
actual expense has turned out to be modest. 



"*These data underl ie the regression analysis for this cdmponent of insti- 
tutidnal costs . 

**The optimization model does not specify the actual individual faculty 
reassignments; these must be determined by a separate analysis of 
particular academic programs and faculty capabilities. 



Ehrdllnleht Behavior 



_ We heed to be able to p.-ediet hew many of ah institution's students 
wbtild attend each surviving institution and how n^^hy vjoultJ not attend at 
a][, j'f_an_institution is closed, "urther, we must pr.:d1ct the enrollment 
response to grants in order to determine the cost of maihtaihihcj a 
specified total level of /enrol Iments at open institutidns.after a campus 
is closed, Thesc:^ predictions art' basecl on estimated enrollment demand 
equations in w.iich attendance at each institution is a function of numbers 
of eligible high school graduates, seeioeconemie variables^ and distance 
from the. student's home to_ecch institution.* These distances translate 
into equivalent dollar costs faced by students because travel takes time 
and requires cash outlays^* Di stance also affects the choice whether to 
live at home and commute or to live on campus. 

When a campus closes,. vVe ''hterpret. its distance from a student's home 
as increasTrg to a point /here no one attends. The estimated effects of 
distance to each. remaining institution are used to predict the resulting 
i .:redses in their en^o|lii.ants^ Ordinarily these increases do not sum to 
Tormer jevels of enrollments at the closed institution because of the 
higher costs faced by students living near the closed institution. However, 
enrollments can be increased by giving travel grants to students^ and the 
necessary sizes of travel grants can be predicted from the. ehrollmeht 
demand equations. The estimated effects of dista^'.a, combined with the 
estimated cash and dollar equivalent time costs c r travel ^constitute the 
basis for determining the sizes of the grants^_ Unfortunately, it is 
impossible to identify these particular students whose attendance at a more 
distant institution is contingent on receiving a grant; it is necessary to 
give grants to all students in defined categories (e.q.^ living near an 
instituticri to be closed) ,_including those whose attendance choices are hot 
influenced by_the grant. Travel grants can be restricted to use at one 
or more specified institutions. 

A consioerable amount of research on enrollment demand behavior has 
already been performed, and our estimates of demand functions for the 



*The actual equations and calculations are available to the reader on request. 



**The early cost-benefit analysis of the supersonic transport included, 
empirical studies of the value of travel time.. A study. of the value of 
travel time in automobiles is provided by Maslove (1972): Roenaek and Weiler 
(1575) as well as the present study use Maslove's estimates, labor market 
data, and computerized studies of travel time between different locations 
to estimate cash equivalent values of students' commuting times. 
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dptimizatidri model are a straightforward extension of existihq work.* 
One. problem we did eneoonter is that from tf:^ perspoctive of students 
living in an area of a campus, one alternative, s^ami .is is geographically 
directly beyond another alternative campus., su thai the. di stances 
faced by these students to the two al ternati ves .are highly correlated. 
For example, note. on the map. how variations in distances to the 
institution at Nibbing for. students living near the institution at 
Virginia. In such cases it was necessary to estimate equations for 
alternative geographical areas over which the correlation was smaller. 

. .. An unusual data base in our state permitted i.s to use data for 
individual students in our equations ; most other <^ ites would need to. Use 
data aggregated for individuals up to the individual high school level. 

The Optimization Model 

The pptimi zaticin model has non-linear equations for enrollments and 
costs, and, therefore, we could not use readily available and economical 
"linear programming" optimization techniques. We found that non-linear 
optimization programs are available, but are very costly to use without 
careful modification. In order to be generally applicable to a wide 
variety of optimi zrition problems, available programs cannot take nMny of the 
computational shortcuts that would lower our cdmputatioh costs. because .these 
would prevent other . us,es of. the program.. As a. result, .each solution of 
the model. could cost als much as a prohibitive $1000. A graduate student 
in operations research' spent several months niodifyinq an available program* 
with ecmputational shortcuts useful to us^ The model can now be solved 
for less than twenty dollars and we expect the solution cost to decrease 
further as we gain experience. 



An Applicatidh of the Optimization Model 

An important advantage of the optimization model is that it presents 
the enrollment and cost effects on all insti ttftiens in a state that result 
from closing any one campus. The model also searches out alternative campuses 
that could be closed by rapidly recalculating the enrollment and cost effects. 
However, these merits of the model present certain difficulties in 
illustrating its usefulness. A very large number of separate tables would 
be required to compare the enrollment and cost effects of repeated 



*SurTinaries of research en enrollment demand behavior are provided in 
daekson and Weathersby (1975) and Radner and Miller (1S75), Similar 
geographical analyses of enrollment demand behavior are provided by 
Hoenack and Meiler (1975), Orvis (1975), and Wilson (1976). 

**The "SYMQUAD" program is described in Cohen and Stein (1978); 



106 



a 1 ter native closings of campuses unti 1 an opt i mum is reached . Th 

we have selected a comparison of two particular alternative campus 

closings 1n.order to. show how the model deals with the tradeoff between 
ecdhdmies of size and student grants in Just two tables. 

Policymakers in Minnesota are already concerned about the possibility 
of excess higher-education capacity in the area of northeastern Minne.^dta 
known as the Iron Range^ The institutions we selected for possible- 
closing are Hibbing Community' Col lege and Mesabi Gonrr.unity Col lege Idea 
respectively^ in the cities of Nibbing and Virginia. These two campuses 
are relatively close to . each other , and ^ as we shall sc:e, if one is 
closed many of. its enrollments ahd_faculty would be absorbed by the other. 
Thus we may think of the closing of one as a partial cdrisdl idatidn with 
the other. 

A11 of the institutions that would receive students from closing one 

of these two institutions are shown on the map and i ncl ude a communi ty 

college in International Falls (Rainy River Community College) , the state 
University system campus at Bemidji* and the University of Minnesota campus 
at Duluth. The several vdcatidnal.technical institutes in this region 
are also shown. 0ne reason for seleetirig.a case.appl i cation from. the 
region in the map is because virtually all enrollments would remain in the 
region afterclosing Hibbing or Virginia, a result unimportant in applying 
the model but helpful in illustrating it. We subsequently refer to eaeh 
campus by the name of the city in which U is located. 

The. presentatidh is in three parts. We first consider, the effects 
dh enrollments at other carripuses that result from closing the campus ac 
Hibbing or Virginia. These effects are presented under. the alternaitive 
assumptions that there are not student grants to maintain access after 
closing a campus and then that such grants are provided. Sub'~>equently 
considered are the costs cf the jncreased enrollments at the campuses 
remaining open. Finally, we summarize the results and consider the other 
issues that must be dealt with before a policy recommendation can be made. 

Changes in Enrollments at Campuses That Remain Open 

Table 1 presents the estimated changes in enrol Iments at other 
institutions in the reaidh shown on. the map after.ihdividually cldsing the 
eornmonity colleges in Ribbing. and Virgina. Rows lA and IB give initial . . . 
levels of 1979 headcount enrollments from the "Flibbing Area" and the "Virginia 
Area" at the institutions located in the cities indicated in the columns. 
The optimization model i s designed to ca leu 1 ate a] ternative defi nit ions 

of areas served by institutions. An arc must be about 30 miles at its 

farthest point to encdmpass the homes of most of these institutions' students. 
Because Hibbing and Virginia are onlyabdut 20 miles apart, mileage arcs 
of more.thah ten miles abdut these. cities would intersect each other.. 
Similarly, thirty mile arcs wdul d _ i ntersect . the . cdmparabl e arcs for Grand 
Rapids and Ely. We therefore defined eaeh insti tutidh' s service a -a as 
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''in some cases sims .ire one student less tliaii Indicated hecaiifie of roOiidlng; 

cnroUienls weie csttfiiated for the llihblng and Virginia areas based on actual 1979 hcodcount enrollment for all seven liisTltiitlons: 
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the lesser cf 30 miles and. half the distance tri another ihstitutien; 
These areas are shown. on. the map. With the exception of vo-teeh 
institutes^ the ihstitutidhs shown in. the rows represent virtually 
all of the. alternative attendance choices of students currently 
attending the cormiunity colleges at Hibbinq and' Virginia . In the 
case. jllustrated Here, the constraints for required level s of 
enrollments from each area after a communi ty. college campus is 
closed are defined in terms. of enrollments at other cpinmunity 
col leges or four-year Institutions. It is possible, however, to 
a] low specified portions of enrollments in vo-teeh institutions to 
satisfy these constraints. 



The estimated changes in enrollments are presented in two separate 
sets of columns that correspond to crucially different conditions. 
Under one of the conditions, institutions are closed with no policy 
to influence the attendance choices of students living near closed 
institutions. Thus, in these columns there are .substantial decreases 
in estimated total enrollments.. For example, if Ribbing is closed, we 
can see. from the far. right of the first row under! lAl that a total of 
.579 students from this area would attend other remaining institutions. 
However, the. far rightof the next row shows t\ t there" would be a net 
decrease of 2.93 enrollments of students from the Hibbing area.. This, 
would be a 26 percent decrease from the Hibb-ing area's original .total 
enrol Iment of 7o2. If Virginia were.closed^ the. rows Under IIIA2 show 
that -J total of 767 students would attend other, institutions^ a decrease 
of 98 students from the Virginia area's original total of 855; This is 
a smaller numerical and percentage (11 percent) decrease than in the case 
of closing Hibbing. 

. Those students from the Virginia area currently attending Hibbing 
would be forced to make alternative attendance choices if Hibbing were, 
closed: The resulting levels and changes in enrol Iments are shown in the 
two rows under I IA2. The rows under IIIAl show the analogous estimated 
changes in enrollments from the Hibbing area if.Virginia were closed. In 
neither of these cases do total estimated enrol Iments decrease. (See far 
right of the respective rows.) The plausibility of this result can be 
seen from the fact that these students originally selected an institution 
mo:re distant than their closest alternative; this alternative, wh-ich is 
of approximately equal quality, remains available. 

Rows IIA3 and IIIA3 show the combined changes in enrollments from 
the two areas if Hibbing or Virginia is closed, respectively. The combined 
enrollments in these rows will be useful. below when we compare enrollment 
changes with those occurring under a policy of travel grants to influence 
the enrdllment choices of those living near closed institutions: 
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Estimated enrollment chanqes under a policy of travel qrcvnts tc 
maintain total enrollments from the area of a closed institution are 
presented In the rows under IIB and IIIB. . The .row$..under .IIBl-3 and 
IIIBl-3 are analogous to those. under IlAl'3.and IIIAl-3. Under the 
policy, eyeryohe . from the H ibbihg .area is aiven a grant to attend 
Virqiriia if Hibbihg is closed. Similarly, everyone from the Virainia 
area is given a grant to atterd Hibbing if Virginia is closed. The 
si2e of this grant is solved from the enrollment demand equations as 
'that amount at which total enrol Iments from the area of the closed 
institution would remain the same as before the institution is. closed. 
These amounts (rounded to. the nearest dollar], are $402 for each.student 
in the Hibbing area to attend Virginia if Hibbing closed and $253 for each 
student in the Virginia _area to attend Hibbing if Virninia is closed: 
The per student costs of these grants will form an important part of 
the cost-benefit calculation of whether and which institution to close. 
As a result of the grants, the total in the far right of the first row 
under IIBl equals the total in the far right of row lA. Simi larly , . the 
total in the far right of the first row. under IIIB2 equals the total 
in the far right of row IB.* .Note. in the other entries of the row that 
enrollments in other institutions than that for which the orant is qiven 
decrease as a result of the qrants. 

Recall that it is impossible to identify those who would not attend 
a ci^niiicinity college or four year institution . For this reason, travel 
grants must be given Lo those students from an area attending such an 
institution, even when their. attendance. choice without the grant would 
have satisfied the enrollment constraint. _Thus if Hibbing were closed, 
grants. would have to be given to a total of 505 (see the column for 
Virginia under HBl) students attending Virginia from the Hibbing area, 
even though 268 (column for. Virginia under IIAl) would attend Virginia 
without this grant and 135 (the sum of the negative figures in the second 
row of IIBl ) of these students would , without the grant, attend institutions 
satisfying the enrollment constrai nt . In fact, only 203 out of the 606 
grant recipients represent net increases in enrollment access, as defined. 
Thus, the cost per additional enrollment representing access. is. in ^his 
case. approximately three times the. unit cost of the grant. In the case 
of closing Virginia, only 98 enrollments representing additional access 



*Bec^use ants are qiyeh only to thbse.livihg in the area of a closed 
campus, thi\ do not affect enrollments in other areas as can be seen by 
comparing t;;e rows under nA2 with those under IIB? and IIIAl with thr- 
under IIIBl . 
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would be aehieved through travel grants extended to 429 students 
(column forHibbing under 11182): The cost per additional enrollment 
representing access mv'n thus be more than four times the unit cost 
of the grant. 

It should be noted that there are. many other possibilities than that 
considered. here for enrollment constraints, any af which could be calculated 
by the bptimifation model; For example, some pLicentage of additional 
enrollments in vo-tech institutes could be counted towards satisfying 
the enrollment constraints. 

Changes in Costs at Campuses That Remain Op 

.Table 2 presents estimates of the changes in costs at campuses that 
remain open. Panel I shows existing costs for the 1979-80 academic year. 
Panels H and HI show costs in the cases of closing Hibbinq without travel 
grants and with travel grants, respectively. Panels IV and V analogously 
show costs when Virginia (Mesabi) is closed without travel grants and with 
grants. There are five separate presentations of costs. Each cost analysis 
takes separate account of faculty costs and support costs , Both categories 
of costs are functions of enrol 1 merits , As explained earlier, while faculty 
and administrative support increasr^ with enrollments, increased enrollments 
are spread over core faculty sizes and fixed quantitites of administrative 
support, which produces dimini shingpar student costs: These costs diminish 
rapidly as enrollments increase fr^om i^elatively low levels, but they dimi- 
nish more slowly as enrollments increase from higher levels. Full year 
equivalent enrol Iments are used in the cost analysis of Table 2. These 
figures are substantially different from most of the headcdurit fidures of 
Table 1 oecduse the cojTjmunity colleges in the analysis have large part-time 
enrol Iments . 

The. most important cost anlayses are those of an expanded Virginia if 

nibbing is closed (the column for Virginia in panels II and III) and of an 
expanded. Hibbing if Virginia is closed (the column for Hibbing in panels 
IV and V). However, if either institution were closed without grants for 
students in its area to atterj the other institution, there would be large 
expansions at Grand Rapids if Hibbing closed and at Ely and International 
Fal 1 s if Vir -inia closed . 

_ The differences in costs under alternative policies and the breakdowns 
of the differences attributable to differences in faculty and support costs 
can be readily determined by comparing the totals. For example, if 
Hibbing were closed total institutional cosCs would decrease from $33,584,940 
to $32,846,309 without grants and to 533,061,115 with grants. The 
difference in costs of $523,825 with nr^ants is of particular interest.. 
Because total enrol l:nents remain constant (coni[)aro tfic total for enrollments 
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in I arid HI) this difference is attribu tat/ i-iore efficient scales 
of operation of those institutions remainirin open. By breaking down 
the difference into that attributable to f.aculty, $1 3,403,370 minus 
$13,215,684 = $187,686, and that contributed bv administrative support, 
$20,181 ,571 minu:; $1 9 ,845 ,432. =_ $336 ,1 39 , . we can see. that administrative 
support savings make . upmost (64 . 2 . percent ). of the difference. By 
referring to the .cost figures for. individual i fistitutions , we can 
deterniirie the iridividual institutional sources of cost savings. In this 
ease (with grants) the major source of savings is the expanded campus 
in Virginia^ Similarly, if Virginia is closed, most cost savings 
would result from an expanded campus in Hibbing, and most of these 
savings derive from support cost. It should be kept in mind that the 
costsof travel grants must _be weighed aga inst _these cost savings. For 
example, the tdt.al institutional cost.savings from closing Hibbinq of 5523,825 
woul_d_be._offset _by.$243,512 for travel grants for a net annual cost savings 
of $280,213. If Virginia were closed, the institutional cost savings 
of $198,281 would be offset by travel grant costs of $108,537 to yield 
a net annual savings of $89,744. 

That most cost savings derive.frdm econdniies in admini strati ve suCDort 
is a desirable outcome. Many faculty are tenured, and facility can be 
expected to form, strcnq pressure groups .against campus closings.*. We can 
see in Table 2 that total faculty of 614 after. closing Ribbing (with 
travel grants] and of 622:5 after closing Virginia (with grants) are losses 
of 9,6 and 1.1 FTE faculty positions, respeeti vel y^ Thus, 20:7 or 68.3 
percent of Hibbing^s tenured and non- tenured facul ty and 27.5 or 96 percent 
of Virginians could be retained at other institutions after closure with 
travel grants. Under the assumption that expanded faculties woiild come from 
closed institutions, the dollar costs of incremental faculty a -e calculated 
on the basis of average .salaries _at closed institutions . _ These new total 
costs of faculty are addi tibnal . facul ty added at. their old average (Ribbing 
Or Virginia) salaries to the original total faculty outlay at each insti- 
tution remaining open: 

Concl usions 

The estimated institutional cost savings of $523,825 from closinn 
Ribbing and of '^1Q8,!^''1 ^^-^r^m closing Virginia coinpare favorably with the 
resper'^ $402 times 605 students - $243,612 for atten- 

dance (1 c Virginia if hibomg is closed and $253 tiines 429 students ^ 
$108,537 for attending Hibbing if Virginia is closed. 



^WiTFTTn the Minnesota Comrnuni ty Col 1 eges academic positions cirryinq 
rights similar, to tenure are referred to. as "unlirn'ted employment 
positions^' The contracts ,or these positions do.contaifi provisions 
for layoffs after temporary positions have been eliminated first. 



A number of factors have not been taken into account, however, it) 
this case application of the optimization model . One important issue is 
that enrollments will decl ine substantial ly. over the .1.980s. If an 
institution were closed now, for example, there would be grant costs 
and institutional cost savings in each future year; these costs and 
savings .shdUU^ be determined for each year and discounted to the present. 
The undiscounted cost savings for individual years in the 1980s differ 
from those in Table 2 because of influence that tend to offset each 
other. Although unit cost savings from consolidation are larger when 
base enrollments are smaller and travel grant costs are also smaller, 
there also is a smaner_number__of additional enrollments by which the unit 
cost savings are multiplied. Ordinarily, cost savings increase: somewhat 
as enronments. decl ine but in thi s particular case the cost savings i"a each 
year of the 1980s are not substantially different from those shown In 
Table 2 for 1979. 

The results suggest that closing Hibbing would achieve larger cost 
savings than closing Virginia, even though the cost of grants would be 
higher if Hibbing were closed. This result derives from the greater 
institutional cost ecdndmies from expanding Virginia. It should be kept 
in mind^ however, that.the optimization model calculates results for all 
possible closings; a closing of one of a given two jtitutions may fail 
to produce lower cost savings than the closing of a third institution. 
(This is, however, not the case in the present calculation.) 

_The optimization model does not deal with another impdrtaht issue, 
the one-time costs of closing a campus and.transferrihg.faculty to other 
institutions. These costs and any dffsetting benefits from alternative 
uses of physical facilities must be analyzed separately; The optimization 
model identifies those cases where these costs and benefits should be 
intensively evaluated. Other relevant costs are the losses of business 
sales and personal income in the area of a closed institution. It is easy 
to exaggerate the costs related to a closed institution's physical 
facilities; the facilities themselves represent a suhkcdst. Only the 
benefits from alternative uses df them and the. cdhtiriUing costs of maintain- 
ing them should enter the cdst^benefit calculation. However, any. 
expansion df facilities at the institutions with the largest enrollment 
expansions are newly incurred costs and should be taken into account. 
There. would probably be nosuch costs in the case presented here; the FVE 
enrollment declines since 1979 of approximately 30 percent fo:^ Virginia 
and 40 percent for Hibbing plus further declines over the next couple of 
years before a closing would offset at least two-thirds df the increases 
dur to consolidation. The data on various types. df space at these 
institutions and at other community colleges in the state having comparable 
enrollments indicatethat the remainihq students could be readily 
accommddated with existing space during the temporary period before further 
ehrdllmeht decl nes bring total enrollments below the former peak at the 
campus remaining open. 
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Appl ication of the optimization model is based on empirical analyses 
of costs, and enrol Iment behavior that are subject to sampling and 
estimation error as well as errors resulting from analysts' incorrect 
judgments. _For "example, the required sizes of grants vary with the 
estimated effects of distahees to ihstitotions bh enrollment choices 
and with judgments made about sizes of car pools and costs of running 
buses between towns. We deal with this problem by re-running the model 
under a wide variety of different assumptions. 

The results of the. optimization model can be readily interpreted and 
are intuitively plausible. Perhaps the model's most important use is 
i ts appl ication to all possible campus closings in a state; The results 
could be explained to and undersr;OOd by a state's higher-education community. 
0nly a minority of institutions vvould have disadvantageous costs and 
enrollment demands that woul^d make then candidates for closing. Thus, 
if it were widely believed that the model's results would infl uence publ ic 
policy, most institutions, which have favorable costs and enrollment demands, 
would have little incentive to oppose campus closings. Depending oh their 
potentials for expansion afterother campuses are closed, many may favor 
closings. Note also. that all institutions would have incentives to 
attempt to lower their costs and raise their enrollment demands; such 
incentives would be desirable overall ; In regard to those institutions 
that might close , grants would create greatly dimini shed incentives for 
nearby students and fami 1 ies to oppose closing. Similarly, most faculty 
in closed institutions would be trt^nsferred to other institutions and 
would therefore have less incentive to be in oppdsitioh, We_conclude 
that. the dptimizatidh mddel can contribute. td the pdlitical feasibility 
df closing those campuses that should be closed on economic grounds. 
While the optimization model doe^ not alter any interests, it thus 
encourages self-interested actions that enhance the achievement of 
statewide objectives. 
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Fear and Loathing 0ver Cbrripeti t ibri 
In Postsecondary Frjucation 



Although experience differs from state to state, there is considerable 
grumbling and gnashing of teeth currentl^^ over the prospect and fact of increased 
institutional competition in postsecondary education. Competition for traditional 
college age students has increased markedly .over the last decade. . And, competition 
for non-traditional students, particularly for employed adult students seeking 
to attend courses in locations away from university campuses appears to provide 
considerable potential for conflict between institutions in an era of limited 
or declining resources. 

Whether the grumbling and teeth gnashing escalates into fear^ loathing and 
open warfare, between institutions appears to depend on a number of factors 
including (a) the" extent to which state higher-edUcatibn governance procedures 
encourage, discourage, br ignore increased competition, (b) institutional 
proclivities to cooperate, coordinate, coopt, compete,. mutually adjust, or to use 
other strategies in "managi ng increased competition , (c) insti tutiona 1 tradi tions , 
(d) the experiences and incli nations of various post secondary education pol icy 
makers, (e) state funding procedures for postsecondary education, (f) state 
policies toward private higher education, and others. 

Given. these understandings, we may pdhder.bver the attitudes of . institutional , 
state-level and other pbstsecondary education leaders towards eompatition between 
institutions. In fact, it would probably be relevant to expand our focus to 
inquire about attitudes toward Increased competition in the public sector in 
general, but this task is beyond the scope of this papie^. 



Control as a Response to Fear and Loathing 

in the past in many states, Oregon inci uded , competition in postsecondary 
education has been regarded dubiously at best. Competition has been interpreted 
as duplication of services and. consequently, as a misuse of public resources. 
The notion has also persisted that increased competition in education would reduce 



*This paperwas presented at the 1980 National Conference_df the American Society 
for Publ ic_Administratibh^i n San Francisco, April 15, 1980^ as .part of a panel 
entitled "Public Service Education.: Are We Meeting the Needs of the In-Service 
Student?", chaired by Thomas Williams, Southwest Texas State University. Also, 
acknowledgement' in part for the title must be given to Dr: H.L. Thompson. 
Appreciation is given to Bryan T. Downes, Wallace School, University of Oregon 
and WiJ-1 iam Zumeta , Graduate School of Management, UCLA for their comments on 
earlyfer drafts of this paper. 
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the quality of educatibnal offerings; qoality standards would be lowered in 
accbmmodatirig student preferences: In addition, competition Between public 
and private institutions has been frowned upon as unfair to private insti- 
tutions. Also, in an era of growth, the need for competitioh did not seem 
compelling. After all, there were plenty of students arid enough opportunities 
for growth for everyone. 

The logic supporting these assumptions appears to be challengeable on 
several grounds. If one subscribes to the economic theory of competition, 
and we assume that most Americans, at heart, believe in at least a few of the 
tenets upon which the mixed cariUlist economy of most of the western world is 
based^ then one might expect tiat increased competitioh would result in 
market segmentation and adjustment or thepart of competitors rather than 
prolonged duplication of services. Cne: might expect that competition would, 
therefore, result. in a broader range of educational options for student 
cdnsirmers. Qne might also expect some new courses and programs offered 
under competition to be of "lower" quality in the traditional sense (e.g. 
as measured by the quality and amount of work required to earn three units 
of credits) , while some options would be of the same or of "higher'Vqual ity 
than existing courses and programs. In addition, it might be expected that 
the quality of services offered would be reflected in differential prices 
charged to students, with price/quality tradeoffs becoming clearer to student 
consumers over time. .. Final ly, supply and demand would ba expected to assume 
some degree of equilibrium in the market over time. These effects might be 
anticipated for feoth on-eampus and off-campus educational programs. However, 
one should not expect , nor do we find , general acceptance of market principles 
among public administrators in general, and especially among those in post- 
secondary education. 

To il lustrate__this point we may review recent experience in Oregon where 
the University of Oregon attempted. to_ of fer a public affairs master's degree 
program in Salem, the.state capital, located approximately 70 miles to the north 
of the University of Oregon campus in Eugene: The program to be offered was the 
same master's degree in public affairs offered on-campus, to be taught by 
regular university faculty and adjunct faculty hired specifically for the program. 
On-campus curricula, degree requirements, admission criteria^ advising and 
other administrative procedures were to be employed in the off-campus program. 
Most importantly, the program was to beoffered on a nearly self-support basis, 
with student _ tuition, providing support for faculty salaries, release time for 
regular faculty teaching off-eampus, and for compensation to the on-campus 
program for support resources emplo^sd^ The program was not intended to 
generate additional state-aid producing FTE (full time student enrollments) 
for the University. 

Testing the water with an initial proposal to offer the program produced 

considerable opposition to implementation on the part of a number of public and 
private higher education institutions despite" the fact that, at the time, only 
one private institution offered even a marginal ""y comparable (generic 
admihi stratioh--publ ic and private sector emphasis) master's degree program in 
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the capital. DppbsitiGn was based on the perceptioh that greater need for 
examination of the impacto^ the proposed program on other institutions was 
needed,_a point to which the University yielded in delaying program, 
implementation . Opposition from a number, of .quarters ^ . i he] udihg .other., 
public institutions and the private. ihstitutioh based in the capital also 
rested upoh the traditional arguments of duplication of services, and fears 
that. increased competition would work t: the detriment of both the private 
institution in question and the student population to be served. 

While this reaction can be interpreted understandably as a stiatedic 
competitive response, it was not wholly viewed in this. light by state-level 
and institutional deci sionmakers Rather^ there is evidence that, faced with 
this and other instances of competition, Oregon pestsecondary education 
decisidhmakers have preferred to employ greater government regulatory control 
over. (a) market entry by regional area, (b) the extent of institutional, and 
particularly public versus private^ Institutional competition and (c) other 
aspects of relations between institutions. This app>"oach has been considered 
while, at the same time, the spectre of increased competition from institutions 
located outside the state became more visible. 



. In order to establish that demand existed, the University of Oregon eon- 
ducted a market study of gbvernment employees in the Salem area and found 
'"o.nsi.derab.le unmet .demand for courses and a graduate degree program in public 
affairs (Jones 1980). Although the University sought only twenty 
students to begin its degree program, over eighty individuals expressed 
strong interest in applying for and attending courses. Based upon the 
survey response^ it was estimated that the market. for graduate public 
affairs instruction in the Salem area exceeded 16D0 persons out of a 
population of approximately 18,000 state.ahd local government and 
not-for-profit organ.izatidh employees. In addition, the study found 
the Salem market to be segmented in terms of the (a) educational 
aspirations of prospective students, (b) professional roles, occupations, 
and employers of prospective students, (c) types of programs desired, and 
(d) willingness and ability to pay for graduate education. 

..Based upon these findings, the University has proposed to. offer classes on 
a pilot basis in order to bettc Assess demand, the impact of its program on 
other institutions, and other fdc .^irs so as to determine whethei* a comprehensive 
program as originally proposed should be provided. We may note in passing that 
this strategy permits assessment of political feasibility at reduced risk. 
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While this seems like a reasonable market strategy, the extent of demand for 
a comprehensive program delivered. on-site. appears. to. warrant rapid impleinehtatioh. 
However, the prevail ing_cl imate of opposition to institutional competition in 
the state .capi tal and elsewhere in Oregon, supported to some extent by fears 
over the impact of competition on private and smaller public higher education 
institutions, is likely to cause unnecessary delay and perhaps even to prohibit 
entirely the provirsion of additional public affairs educational opportunities 
to government employees in Salem and to Oregon citizens in general. 

In Oregon there is reasdn_for optimism that fear will not produce loathing 
and that. increased access_tb off-campus educational programs offered by public 
institutions, although delayed, will be provided eventual ly . However, increased 
government regulatory infl uence over off-campus postsecondary education program 
development may also result as a response to increased competition. 

The resul ts of increased regulatory presence .may be anticipated based upon 
the . experience of other states: (a) more staff and more resources would be 
employed at the state level for . pi anni ng , budget monitoring, program review and 
other regulatory activiti-^s; (b) more staff and other resources would be employed 
in educational institutions to. respond to increased state-level regulatory 
control and control staffs; (c) more public money would be expendeJ in regulation 
and control and less in teaching students, conducting research, and engaging in 
public service activities. 

In the past,.Oregonians have beer rtunate in not having to. bear. the 
costs of a high state-level regul atory_ posture in postsecondary education. By 
and large, the custom has been to settle inter-and intra-insti tutiona 1 conflicts 
through low-key conference and cooperation methods rather than through reliance 
on state-level intervention. A high degree of state-level regulation would thus 
represent a relatively significant change in the status-quo for Oregon. 

In order to gain further insight into the. circumstance. in Oregon, and in 
other states by analogy, we may speculate briefly on the relevance of general, 
models. of gciyerhment ecdndmic regulation of the private sector to the issue of 
competition in postsecondary . "education . Further, we may ponder over the impli- 
cations of. this inquiry for (a). state and institutional roles and spheres of 
authority in planning and adjudication of conflicbb between institutions, end 
(b) fear and loathing over competition in postsecondary education. 



Applicability of the Regulatory Model to Postsecondary Education 

Some notable efforts. have been made recently to analyse the applicability 
of regulatory model s to hi gher education: Research in this area has concluded 
that state-level postsecondary education coordinating agencies in many states, 
carry out a number of functions which may be characterized to fit the model 
of economic regulation of the private sector by government. Among these 
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functions are (ij cohtrdi over new "entry into the " industry" ,_( i i ) influence 
over, the mix and distribution of services py^ovided, (iii) control n\'or new 
service offerings by existinq institutions, (iv) control nver imp] Pinentatidn 
of technological change, (v) influence over how "inputs" and technoldqios 
are used to produce "outputs", (vi) effective control over prices charged to 
consumers and classes of consumers, (vii). cdntrdl .over the assumptions" that 
help determine, the size of the "industry"., and (viii) other limitations 
(including "outlawing", of cdmpetitidh)_(Thompson and ?umeta 158(1); As noted 
by Cheit and dthers (1975, pp_. 30-4, 50), "Observers of higher education in 
the U.S. ha:ve seen a kind of Parkinson's Law phenomenon at work as regulatory 
agency staff constantly generate reguests for new information, which 
institutions must "n^ff up" to digest... the more regulatory staff the more 
reguests for information grow (Thompson and Zumeta 1980)." 

The real and opportunity cdsts df pdstsecdndary-education regulation appear 
to be considerable. Whether the degree of regulation practiced in many states is 
appropriate in terms df its net effects (net benefits less costs) may be questioned. 
Careful scrutiny in this regard would appear to be especially appropriate for 
states where a heavy regulatory commitment does not yet exist, in Oregon fdr 
example. 

Arguments for government intervention through regulation in . postsecondary 

education have included the need to (a) prevent service duplication, as noted 
earlier, (b) exerci se gual i ty cdntrdl over degree programs, curricula and 
advertising. provided by institutions, (c) control capital planning, construction 
and Institutional siting decisions, (d) establish and maintain state and 
institutional master plans and planning processes, 'e) adjudicate disputes 
between segments and institutions, (f) influence resource allocation decisidn- 
making, (g) influence employment practices, hiring decisions . (e.g. , affirmative 
action) and the provision of special services td selected clientele groups. 

These arguments have supported . the creation of both economic regulation of 
the types previously cited, and social regulation, e:g;, to assure affirmative 
action in admissions and. e-pl oyment , provision of services to hand^:capped 
students, etc.. The problems addressed by social regulation are real , and in 
this area regulation appears to be highly justifiable in its application to 
education as it is to dther industries and sectors of the economy. The types 
of regulatidn under guestion in this paper fall within the cacegdry of 
economic rather than social regulation. 




In the field of industrial o|;ganizatjon a^ 

ecdnomic regulation. has traditionally been justified for industries facing 

declining marginal (marginal average) cost schedules. Declining marginal costs 
have been viewed to. argue for. mdnopdl istic. provision of services to take 
advantage of economies of scale, i.e., at. the margin each unit. of. a service 
or commodity is cheaper to produce than the previous unit. This line of. 
thinking has influenced public utility regulation for example: Where industries 
face increasing marginal costs, the traditional argument has been for provision 
of services by competing firms, employing competition to encourage prevision 
of services and conrnddities in different price/qual i ty mixes to meet consumer 
demand. The traditional .argument holds that mdndpdly permits the monopolistic 
organization to take maximum advantage of seal e ecdhdmi es . Ecdndmic regulatidn 
in this circumstance is supposed to prevent such likely abuses as mdhdpdlistic 
(unreasonably high) pricing policies, quality degradation, nonresponsi vehess 
to consumers , etc . 

Applying. the conventional wisdom of industrial organization theory to the 
issue of regulatidn of pdstsecdndary educatidn^ we are led to inquire into 
the nature of production cost functldns exhibited by cdllegesand universities. 
Simplifying the question, do pdstsecondary educatidn. insti tutidns face increasing 
or decreasing marginal costs in providing educational services to students? 
Thompson and Zumeta frame the critical issue as follows: 

"If the productidn behavior of higher^education institutions is 
characterized by decreasing marginal cdsts.,.it is apprdpriate that 
the supply of educational . services be drganized aldng mdndpdly lines... 
if production behavior i s characterized by increasing marginal costs... 
educational services (ougnt to be) organized along competitive lines 
(1980)." 

It may be observed that the results of analysis on s issue are no:t 
entirely clear Determining the nature of cost functions tricky and fraught 
with assumptions, data inconsistencies and all of the prob ms customarily 
faced in ecdndmic analysis (tirelessly and somewhat defens ely cited by 
hon-eeehdmic_driented sdcial scienti sts) . Nevertheless, believing that 
economists also may have their day in court, the results of economic cinalysis 
df postsecondary education are assumed here to merit some review. 

With regard td the role of government in attempting to control the behavior 

of government agencies^ pdstsecondary-education institutions in this case, 

Breton and Wintrobe ndte . that ^ .'The spdnsdr (the . government monopsonist present 
in the form of an executive budget office) will (shduld) incur control expenses 



up to the point at. which, margina l benef its , . .are equal to mar ginal costs 
(Breton. and Wintrobe 1975, pp. 95-101 j." Applying this notion, the 
circumstances of decreasing marginal costs would appear to argue for government 
regulation to_ control market entry and to determine how, where and what 
services should be provided by whom so that monopolistic institutions or 
cartels of institutions could satisfactorily accommodate students at z.ie least 
cost to the public fisc. Government regulators would enhance economic 
efficiency in postsecondary education by encouraging monopolists to take 
advantage of ecohdmies of scale in meeting student demand: However, where 
increasing marginal costs exist, no such encouragemnt of monopoly by government 
is desired. Postseeondary-education institutions would be encouraged by 
government to compete, thus increasing the likelihood that additional educational 
services would be_offered» and drivincj the price for services downward to the 
benefit of student consumers. In addition, absence of the need for government 
intervention would eventually. reduce. the cost of government regulation borne by 
taxpayers. Regulatory expenditures incurred by government under this latter 
circumstance would not incr-^^ese institutional accommodat^'on of student demand. 
Regulatory expenditures would, in fact, be almost entirely wasted. The two 
regulatory models which represent these views may be characterized as the 
central planning and control model versus the competitive incentive model. 

Research on production and cost. functions tends to support the proposition 
that under conditions of rising enrollments, postsecondary-education institutions 
face.decreasing marginal cost schedules^ whereas under stable or declining 
enrollments^ institutions face increasing marginal costs (Carlson 1972; Radner 
and Miller 1970, pp^ 326-34; Adams and Hankins 1977; Hoenack 1971,. pp_. 302-1 1 ; 
and Thompson and Zumeta 1980) . Using a linear programniing approach, Carlson 
found that attempting to hold type and mix of program,. 1 evel and mix of students, 
public or private institutional status and other variables constant, institutions 
show increasing total costs and decreasing average costs as student enrollments 
increase (Carlson 1972). Radner and Miller (1970) through regression analysis^ . 
found that for groups of institutions of similar status and program, total faculty 
employed increase's as enrollment .increases , but at a decreasing rate. 
Employing enrollment as a proxy for student demand, both studies indicate that 
decreasing cost functions are produced. as enrollments increase. Thompson and 
Zumeta (1980) also have found that, holding service levels constant, institutional 
costs decrease as enrollment increases. 

With regard to conditions producing increasing institutional marginal 
cost schedules ,_Hoenack (1971)^ Radner .and Mil ler .u 970) ,_Kohn , Mans.ki^ and 
Hundel (1 975), Thbcipsdh and Zumeta (1979), and. Bishop (1977) have substantiated 
the notion that col lege student enrollment varies relative to the types and_ 
levels of f.erviees provided (e.g., location of services, breadth and type of 
offering, institutional prestige, amount of money spent by level of student, etc.). 
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These findings are interpreted to explain student enronment increases in the period 
1960 to 1975 to result not merely from a demographic bulqeBut also from an 
expansion of services provided by institutions. Relating this conclusion to 
eireomstahcesof declining enrollment, Thompson and Zumeta (1979) examined the 
experiences of the California State University and Colleges, and the California 
Commuhity Colleges. They found that as service, levels were reduced in the early 
1970s due to budget restrictions, student enrollments decreased and "average 
marginal" institutional costs per student increased. In order to gain new enroll- 
ments after services had been cut, new services had to be added; to quote 
(Thompson and Z"^ieta 1980) ".. .where students ' demand schedules are held constant, 
enrollment can ily be increased by reducing the cost or increasing the benefit 
to the student of enrolling in college. _ Here, the law of diminishing returns 
should apply. . .an_institutidn 's marginal cost increases as enrollment increases. 
This proposition follows from the.observation. that , under the given conditions, 
an institution can incrc 3e enrollments only by_ offering more course titles 
or degree programs, better training, more stimulating interaction in the classroom 
or class laboratory, smaller class size.::or better counseling to assist the 
student in matching his or her interests to the offerings of the institution. 
These additional services cost money, and other things equal, it can be concluded 
that an institution can increase enrol Iment only at an increased cost per 
student." This finding is cdnsi stent _with Bishop's ( 1977) f ihdi ncjs speci fic to 
hiqher_education and the_hypbtheses of Shbup (1969), Breton and Wintrobe (197S, 
pp. .197-8), Niskanen (1971), and others with regard to the cost fUiiLLion'^ 
exhibited by government agencies. 

A somewhat simplified expl anatidn of the cost . phenomenon identified is 
that economies of scale are experienced by institutions as they build to 
accommodate increasing numbers of students, but once. student enrollments 
begin to decline institutions are not sufficiently flexible nor do they 
desire to cut back their programs, numbers of faculty and other services 
commensurate with enrollment losses. Such behavior can be clearly under- 
stood to produce increasing average costs per student and, on the basis of 
the findings cited above, increasing marginal costs as well. 

We understand the concept of marginal^ cost to mean the cost to the 
institution for enrolling the nex t student beyond its current }evel of 
enrollmeni:. And, we understand that even where overall student enrollments 
are declining, costs may be specified for enrolling one more student at the 
margin just as is the" case.where enrollments are increasing. An explanation 
for the increasing marginal costs phenomenon. is simply that where overall 
enrollments are declining, the costs of enrolling one more student at the 
margin increases rather than decreases due, at least in part, to the 
necessity for providing additional services in order to attract the additional 
student. Whether this particular explanation of the increasing cost under 
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deeliriihg enrbllmenfe argumerit can serve as the primary explanatory variable 
is nbt elear^ It is mo-re clear, however, that empirical studies tend to 
find cost functions which support the hypothetical relatidni^hips between 
enrollment demand and marginal costs advanced here. 



Student Demand as Critical Variable 

The most important element in cost and production function determination 
thus appears to be the nature of student enrbl.lfneht deihand: whether it is 
increasing, stable or declining. Enrollment forecasts for the igSBs, like 
all forecasts, are si.^bject to some degree of uncertainty, and this uncertainty 
is especially. high with regard to off -campus enrollments. While it is 
highly probably that aggregate enrollments in the traditional college age 
eoh&rt will decline^ this does not necessari ly hold equally for all states, 
nor for all types of institutions, all colleges and universities, or all_ 
programs. If we are to learn from experiences in a number of states, off- 
campus enrollment levelswill depend considerably Upon the incentives built 
into state funding forrnulas for pdstsecdndary-education insti tutions . It 
remains to be determi ned in Oregon, as in many states, how institutions will 
be compensated for student enrollments earned in off -campus settings. Other 
things being equal, which they seldom are, i t seems treasonable to assume 
that aggregate postsecondary-education enrol Iments (on and of f-campus) in the 
1980s will stabil ize or perhaps decl ine s1 iqhtly. Enrollment levels for many 
colleges and universities are likely to decline, unless institutions exhibit 
greater skill and intensity in their off -campus marketing strategies. 

_. ..The implications for postsecondary-edueation program development of the 
findings reviewed here on cost and enrollment relationships are that where 
total postseeondary^education enrol Iments are stable or declining (a) a high 
state regulatory posture is inappropriate and, (b) centralized planning, 
stricter accountability and control measures , and attempts to eliminate 
"wasteful duplication" are not valid objectives for postsecondary-education 
governance. Under the CDrnprehensive planning model, where enrollments .are 
stable or declining, tht^ costs_ of .duplication of sevvi'-yes ave tlie regulatory 
costs of atterrrpting to avoid duplication. Trie problem with (jorrp^tition in 
this civ aim stance is to insure that it occurs, 

A counter-argument may still be made that there is need for some type 
of government regulation, if not economic regulation^ to reduce the likelihood 
of nasty publ_ic disputes between postsecondary-education institutions, to require 
some planning of services to be provided by insti tutions , to .prevent__the 
formation of cartels and to maintain reasonable quality standards, this 
assumes^ of course, that institutions cannot. by themselves achieve ah 
acceptable. level of control over i nappropriate cbmpeti ti ve behavior such as 
false. or misleading advertising or mail.drder degree sales: It is difficult 
to understand , for example, how the public interest will be served if mail 
order institutions are permitted dr facto to sell degrees w^'thout requiring 
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student cdUrsewdrks insti tutional residency , etc. . Proponents of the 
competitive model might argue that i hst'l tutidns that sell degrees be 
allowed to continue in this practice because a degree thus obtained would 
prove to be of no value over time (and also acknowledging the wisdom of 
caveat emptor) . The opposite view would hold that government has the 
obi igation of assuring minimum program quality standards for degree-oriented 
postsecondary education. 

The argument appears persuasive in several areas , e.g., fraudulent 
advertising and sale of academic degrees, that, there. is an appropriate 
role to be played by government regulators. This role is, however, 
significantly less prominent and less costly than the comprehensive planning 
orientation evidenced by postsecondary-education regulatory agencies in many 
states. Thompson and Zumeta (1979) note " : . :eompeti ti ve supply would be 
appropriate only if, in addition to short.,. and long run increasinq 
or constant costs, three additional conditions could be met. These are: 

a. the services provided could be satisfactorily evaluated by users; 

b . publ ic subsidy mechanisms could be designed (to) compensate for 
discrepancies between private and public benefits of the service; 

c. the public intere^t would not be damaged by the failure of one or 
a few service-providers.". 

We may observe that a judgment as to whether the public interest would 
be "damaged" by financial failure and terminaLion of a college or 
university might be expected to be rendered by a pdstsecohdary^educatidh 
regulatory agency. However, it can also be argued that interaction among 
legislators, governors and other political participants could render this 
determination and implement it through biidget subsidies as part of the 
normal political and budgetary process without assistance frorv. a large 
educational regulatory structure. 

Another seemingly relevant question is what should we do if we assume 
a lov/er-key regulatory posture and enrollment patterns change? What would 
be the appropriate regulatory response to another period of increasing 
enrollment demand and likely decreasing marginal institutional costs as might 
occur in the 1996s? Experience with a high regulatory posture in many, 
states in the late 196Gs and 197Bs has taught us much about the benefits and 
costs of postsecondary-education regulation: Indeed, in this light the 
comprehensive style of pi anning evidenced i n a succession of master plans for 
higher arid postsecondary education in California and in other states appears 
to be entirely worth its costs. Under declining enrollments it seems equally 
reasonable thatwe wduld.place ourselves. in a position to learn about the 
costs and benefits of a lower-key regUlatdry pdsture. 
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Arguments for economie-type regulation of market entry, prices, program 
quality and requirements for comprehensive planning appear to be fa-^ less 
compelling in postsecondary education in the 1980 s than in previous decades; 
Justification for regulation of this type appears to be particularly 
unwarranted dnr-fng a period of resource scarcity in education where the 
tradeoff for adding an additional planner or regulator at the state level 
may be of the loss of two or more faculty positions in a_public university 
or college. This is assuming that aadirig one state-level analyst requires 
adding one and probably more than one administrative staff person at the 
institutional level to respond to state information requests. 

It seems 1 i kely over the next decade in Oregon, as in other states, that 
budget and management .analysts in the Governor's Executive Office and in the 
Legislative Fiscal Office will be combihgi pbstsecondary-educatidh budgets to 
find ways to cut, trim and squeeze resources. _At the same time, both in 
Oregon and nationally, other analysts will be looking for ways to trim 
budgets in other areas of government, including regulatory agency budgets. 

The squeeze on regulatory agencies is likely to occur for a number of 

reasons^ including public and private sector pressure to reduce the burden 
of regulatory administrative. ahdcompl iance costs, and belief that much 
regulatory control is ecdnbmically inefficient,. The likelihood of these 
occurrences provides additional reason to question the utility of a high arid 
costly regulatory posture in postsecondary education. 

The perspectives rendered above have been considered, in part, to address 
the question whether institutions are meetinq the educational "needs" or 
service. preferences of in-service students.'^ The answer is probably that 
in-service student educational preferences are being met poorly in many 
geographical regions. The extent to which these . preferences will be met 
depends to a great extent upon the Incentives which are provided to institutions 
to meet these needs. Perhaps an even more realistic view in. a circumstance of 
fiscal stress in the public sector is to speak less positive incentives, 
but rather of the absence of regulatory and other di si ncentives to offer 
programs to satisfy consumer demand in competition with other institutions: 

The argument for competitive provisibh. of educational services is perhaps 
most persuasive from the point of . view of the .cbhsUmer--e ,g . , the in-service 
working professional desiring to increase his/her competence, to gain greater 
career mobility, and to achieve greater personal satisfaction: We might add 



Needs" is a confusing word in this context because it is difficult to define 
as such. Perhaps educational service preferences is a better term by 
which to characterize student demand. 



>.;!at this cateabry 'ncludes a_high prCfpbrtidn of . prdfessidnal women. _Iri some 
cases; as in the Oregon example cited earlier, the choice currently afforded 
students in some geographical areas may be somewhat narrow; Under the 
competitive model , institutions wojjd face incentives to increase the range 
of services available and consequent choice of working professional students. 
Ihstituticns would profit finarjcially from meeting new demands and would 
perhaps.alsc.be advantaged by Increased prestige, visibility, and. in other 
ways. And, in terms of grassroots political appeal, we may note that arguments 
for increased consumer choice are roughly as popular currently as those for 
reduced government regulation; 

While there may be considerable fear over the prospect of increased 
competition in postsecondary education, especially in off-campus settings, 
we would hope.that loathing. may be_ avoided. One approach to the avoidance 
of the type of fear and loathing v/hich . produces . confl ict i s . to. depend upon 
state governments or their designates to regulate and adjudicate.di spUtes 
between institutions. A second method would be for institutional participants . 
to acknowledge the benefits as wel 1 as costs^ including the anxieties , produeted 
by con'petition and to depend more or^ each other to set the boundaries of ethical 
competitive behr 'idr. 



References 



Adams 5 C. and Hankihs, R, The^biterature o f C osts a nd Cost Analysis in Higher 
Education , American Council of Educatibn LAtEjl ^TTnneapol i s , MfnnT: 
Um versi ty of Minnesota, Graduate School of Business, 1977. 

Bishop, J. ''The Effect of Public Policies on the Demand for Higher Education," 
Journal of Human Resources 3 (Fall 1977): 285-307. 

Breton, Albert and Wintrobe, Ronald. "The Equilibrium Size of. a Budget 
Maximizing Bureau." Journal of Political Econop^ 8 (1975): 95-101. 



Carlson, D. The Production and Cost Be hav ior of Higher Education , Ford Foundation 
Research Paper P-36. Berkeley, Cafi?'^: University of California, 1972. 

Cheit, Earl. "What Price Accountability?" Change 7:9 (November 1975): 30-4, 60. 

Hoenaek, Stephen. "The Efficient Alloeation of Subsidies to College Students." 
Amer-ican- Ec nnoi ^ic Reviefei (June 1971 ): 302-1 1. 

Jackson, G.A. and Meathersby, George, "Individual Demand for Higher Education ." 
Journal of Higher Education 46 (November/December 1975): 623-52. 

Jdnes.^ R. _ "Salem Area Public Affairs Education Preference Assessment." 
Wallace School of Gormiunity Service and Public Affairs, University of 
Oregon, February 1986; 

kohn, M.G.; Manski, C.F.; and Mundel D. "An Empirical Ar^lysis of Factors which 

Influence College Going Behavior." Annals of Economic and S":i a1 Measurement 5 
(1975) : 285-307. 



Niskanen, William. Bureaucr a cy and R e prese ntat ive Gdve rnme nt. Chicago, 111.: 
Aldine-Atherton Press, I'S/H 

Radner R: and Mil^ler L. "Demand and Supply in U.S: Higher Education: A Progress 
Report." American Economic -Re view (May 1970): 326-34. 

Shoup, Carl. Publ ic Finance. Chicago, 111.: Aldine-Atherton Press, 1969. 



Thorhpsdn, Fred and ZUmeta, William, "A Regul atdry_Model of Governmental Coordinating 
Activities in the Higher Education Sector . " Econom ics of Education 
Review 1:1 (forthcoming November 1980). 

-— — "Control and Coptrols: A Reexamination of Control Patterns in Budget 

Execution," working p^per 12. Los Angeles, Calif.: University of Cal ifornia. 
Study Center in Public :Lervice Management and Policy, September 1979. 
(forthcoming in Pol icy Sciences) 



135 



The Impact of Circular A-21 on Property Control 
Systems of the One Hundred Institutions Leading in Federal 
Sponsored Research Obligations 



by: 

_ Meredith A, . Snapp . 
Arizona State University 

and 

.John Do Porter 
Arizuricj State University 



November 1980 



137 



-•• <- 



ERIC 



Introduction 



The Office of Management and Budget's Circular A-21 has Produced 
a furor among college and universit^^ administrators durina the months 
since its publication in March^ 1979. Cdllege and university . 
administrators have .expressed cbncerh over. the. possible dramatic 
impact compliance with A-21 will have on the structure of . higher-education 
institutions, not to mention the high cost of implementation and 
maintenance of the necessary accounting and reporting procedures^ The 
potential loss of substantial dollars in indirect cost recovery as a 
result of noncompl iance has prompted some institutions to respond quickly 
and dramatically, changing their entire financial and. accounting systems 
in response to. A-21, Other institutions. with less total dollars at. stake, 
like Arizona State University, have exerted a great deal.of effort in 
study. of the cost-effectiveness of compliance Vs noncompliance, resulting 
in major shifts in property accounting procedures ^ 

While the focus of much of the A-21 compliance activity has been on 
the time and effort repov^ting .requirements , the procedures that A-21 
details for property accounti ng are no less demanding. Study revealed 
that comparative data on property systems of coneqes.and universities and 
the impact of the new Circular A-21 requi remehts. on these systems did not 
exist. Thus, an institution could hot measure objectively . its response 
to Circular A-21 in this area; The purpose of this paper is to describe 
the findinqs of a national survey of institutions conducted by the Arizona 
State University Property Development Team to fill this comparative information 
vo i d . 

Analysis of this data and the conclusions drawn in this paper are 
designed to provide broad, national information on the state, of A-^'l compliance 
efforts, as well as aid the admini stratpr in cdmparing.hi s/her institution's 
compliance efforts with those. of other institutions. Cbmpari sons drawn 
betv/een several data factors in this survey should assist the administrator 
in more clearly understanding the possible organization and/or structural 
changes that may be called for in further institutional compliance efforts. 



A-21 Backq^Ou.id and Provisions 

A-21 was r '^lished in an atmosphere of conflict between federal 
auditors and hicjhpr-education institutions. Throuqhout the 70s, higher- 
education insti t.u cions were the targets of severe, and often arbitrary, 
federal audit criticism. Often the press was no less critica:, paintino a 
gr^-m picture of intentional misuse of public funds on the part of the 



h"igher-education community. Against this ronse background, A'21 ar^i^LJ_ 
dramatically. In December of 1 979 , Max B ; ey, ..repre$ehti ng the National 
Association of. College and. Uniyer$ity_Bu;:ines: Officer's (riAGUBQ) Council 
on. Governmental. Relations (COGR) (1979, pp. 21-3), expressed cautious 
o:ptimism that, by at least providing tH j ; 1 i shed_A-21 guidelines and a 
fairly, substantial adjustment period, tne r;:dera1 government was atteniDtina 
to deal more straightforwardlywith higher education in terms of research 
aecountabi 1 i ty . Yet , A-2 1 , with its time and effort reporting requiremehts 
and other demanding provisions, has raised its own storm of "cdhlrdversy . 

A-21 applies many requirements that have been established in other 
areas of federal research , such as defense dev^Iopipent contracts, to the 
higher-education domain. At the heart of the property accountinq 

requirements is the premise that institutions receiving federal researcli 
dollars must control thei r property. While this may sound easy, it is, 
in fact, a complex an^ potential ly costly demand. A-21 dictates much of 
this control process through the following provisions. 

1. The i nsti ti; Lion ' s equipment must be uniquely identif ied--i .e . , 
tagged . 

2. The institution must eondoet physical inventories at leasL 
bi-annually: A listing of department equipment sent to 

the department chairperson for verification will not suffice. 
As stated in A-21, this inventory is to insure "that the 
assets exist and are usable, used and needed." Inventory 
records must capture this usage information. 

Further, the inventory must serve to verify the exact 
location of the item: location information is implicative 
in properly distributing equipment costs to one of the 
fundamental cost groupings. 

While thes^-^ inventory demands are heavy, A-21 does provide 
for some relief by allowing institutions the use of a sound 
statistical sampl inq method to be used, in the inventory proce^.- 
in place of a vcomplete inventory of all equipment. The results 
of this sample are then to be generalized for all equipment 
and indirect cost recovrry would be on this basis. 

3; The institution mustmaintain up-to-date space utilization 
information. Allocation of equipment costs to a particular 
functional cost grouping is to be made on the basis of the 
functional use. of space and is, thus, dependent upon this space 
(it i 1 "J za t ion i n forma t ion . 

4. The institution must allocate space into one of the functional 
cost groupings on the h.1^is of square footage: 

5. Recordsmust reflect acquisilion costs of all equipment. Inclusion 
of all costs necessary to bring i.l ■ item into use, includinn 
freight, handling, and tax costs, 1 -^illowable. 
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6. The proDerty accoun ting sy'3tem must account for funding 
sources' so that the cost ef property acquired "ith federal 
monies can be deleted from the other costs in each of the 
functional cost groupings. 

While higher education institutions have concenurated efforts 

in the past few months on meeting these requi remen ts of A-2i , the resuUs 
of this' survey indicate that they may wel 1 ..have overl ooked the more 
dynamic aspect of the A-21 provisions. .A-21 allows several al ternative 
property accounting procedures not previously available to higher- 
education institutions. These procedures provide an opportunity for 
institutions to claim a significantly larger amount of indirect costs 
immediately. These provisions center around three main alternative 
procedures: 

1. Institutions may elect.to utilize. a component depreciation method, 
depreciating individual items on the basis of useful life. This 
allows the institution to recover the cost of particularly 
consumable items at a. much faster rate than that under the use 
allowance procedure for moveable, fixed, or buildinq equipment 
components. If an institution choo3PS to use the component 
depreciation method, A-21 req. es that it do so for all of 

the institution's equi pment . a:nG . thatthe property accounting 
system include the useful life figures of each comoonent for 
computation . 

2. The institution can reclassify fixed building service equipment 
out of the building account and into the equipment account. This 
allows the institution to charge this large and expensive group 
of equipment at 6-2/3 percent if the use allowance procedure is 
used, or on the basis of the. useful . 1 ife if the institution is 
using the component depreciation method for the rest of its 
equipment account: 

3 The institution mav revise its definition of_capital equipment, 
raising the dollar^ level to S500 per unit.. This should result 
in a significant reduction in the number of i tems_ controll ed , with 
a concomitant. reduction in paperwork and personnel in the property 
control function.. Further, by adopting the higher limit . the ^ 
institution can claim the entire acquisition cost of below limit 
items of a capital nature during the year of acquisition. 

In contemplating these and other enhancements to its property 
accounting system, the Arizona State University Property Control Development 
Team was interested . in knowing how other institutions were respon nq 
to the provisions of A-21 . 
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Description of the Sj^ v^r.y 



A twb-paqe survey instrument v.:is developed to qather information on 
chy^ee parameters of property accounting and Circular A-21 compliance: 

1. Organization and structure of the property ontrdl department 
or section . 

Characteristics of the property master file. 

3. Characteristics of the property control systems. 

included in these three areas were questions dean'nq directly with A-21 
provisions and requirements such as: the froquency of on-site inventory, 
plans for depreciation procedures, and capitalization level. 

Questions as* ed cdnccrninq the orqanization and structure of ths 
property control section ''ncluded: the organizational line of control 
directing the property control department or section, and the number of 
full-time employees. 

Questions dealing with the characteristics of. the property master file 
included: tlie approximate number of i terns control 1 ed, _ and_ the dollar value 
of items controlled. Included in this section are A-21 relevant qijestions 
cdhcerhinq the capitalization levd , and whether or not split fundina 
sources and condition codes are recorded on the property master file. 

Questions designed to obtain information on the characteristics of 
the property control system in:luded: if the institution plans to begin 
utilizing a component deprec;^dtion method , how often on-site 'physical 
inventories have been conducted, ^' f the i nsti tution has used a statistical 
sampling procedure in physical inventorying, what _ al 1 pcati on. base . i s . used 
for cost recovery,, and if the institution has reclassified the buildinn 
account to identify building service equipment. 

The. survey was sent to the one hundred colleqes and universities 
leading in federal sponsored obligations in fiscal year 1978 as compiled 
by the National Science Foundation (NSF) and published in the March 17, 1980 
issue of the Chro nicle f or Higher Education . The listing ranged from Johns 
Hopkins university with 1?TTJ66,{}IT0 ' to S.UNY, Stony Brook with $1 7, 1 73,000. 
The response rate was Is with three of the institutions unable to complete, 
the questionnaire because of the incomplete status of their property control 
systems at this time. 

Survey Resul ts 

Organization and Structure of. the Property Control Department or 

Section. Response to those guestidns dealing with the orqanization and 

structure of the prdpert\ control depart'nent or section is interesting 




in several respects. For oyer sixty-fdur percent of the iristTtutions 
responding^ prcperty_cdhtrdl is Under. the directidh of a business officer 
dr the cdhtrdller. In one. way thi: finding not surprising; Current 
accdUhtihg theory v.^ould maintain that a funcron such as property control 
should be close to the financial and bus^ wi th the 

responsibility of safeguarding the VnstUu assets and maintaining, 

subsidiary capital fund records. Yet, many higher-educatidh admini strktdrs 
believe that financial and business officers are unfamiliar with, and at 
times, unr'^sponsi ve to, the requirements impdsed by various sponsoring 
governmental agencies.. For this reason, some institutions have organized 
departments separate from the busi'ness officer or eontroller. 

The results- of this survey do not lend support to this position. 
Comparisons between survey questions relative to A-21 compliance and the 
organizational lines of authority of property accounting functions 
indicate that the organizational placement of property accdunting does 
not have a significant relationship to. the degree df compliance with A-21 
prdvisidns.. The dne exception i^ In the area of compliance with A-21 cost 
alldcatioh basis. A-21 requires nat property cost be allocated to one 
of the functional cost groupings /n the basis of sauarc footage. Seventy 
percent of those institutions wit > organization?" ^ine> of property control 
direct!- to a financial or business officer co^ ^li with the provision as 
compare; to forty-six percent of those instit s with property accounting 
reporting to some other admi ni strati ve cfficti Jn this_pdint, prdperty 
control Gi visions reporting, to a financial . dr.b^'siness officer actually have 
a more significant degree df compliance with federal regulations than those 
reporting td dther administrative officers. Results of these comparisons 
point _to the conclusion that placement of property control under the direction 
of a financial or businessofficerwas not detrimental to compliance with 
major A-21 provisions and may, in fact, enhance such compliance. 

In the area of staff size, almost one half (forty-eight percent) of the 
institutions responding to the survey maintain a property ^ontrdl staff 
of three or less. This finding is surprising when considered in terms of 
the increasing dperatidhal cdmplexity impdsed by A-21. 

For further clarification of the relation between operational 
cdmplexity and staff size, a comparison was made between the size of the 
property master file (a measure of the relative work load in property 
control) and staffing size. Of those institutions with 50,000 or more 
records on the property master file, : :^vt;:nty-i:even percent operate with 
staffs of three or less. Either these staffs are efficient^ or they are 
involved in fewer areas of responsibility than the staffs df dther property 
control divisidns. 

To test this conclusion, comparisons were made between those institutions 
with 50,008 or more items on the master file and staffs of three or less, 
with number of areas of work responsibility. These areas include: tagging. 
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disposal and reclamation, risk management, space utilization, inventory 
and stores, and on-site inventory. Analysis showed thai there is no 
significant rejatidnship. Thus^ the point that these staffs are efficient 
is the more valid cohclusioh. 

Characteri s tic<^ of the Master File . Responses to the survey questions 
relating to the characteristics of the property master file provide an 
indication of the nature of the workload in property control and the level 
of dp^ail maintained in the master file. Fifty-nine percent of the 
respunderits maintain a master. file_ containing 50,000 or :iiore records, 
and f if tyrciqht, percent, reported that the va^^e of the items. listed 

/X^.eds $50 million. This findihq indicates that most institutions have a 
sizable investment in property resulting in a larae population of items 
to control on the master file. 

A-21 allows institutions to capitalize property at a cost of $500: 
Prior to the implementation of the new A-21 qui del i nes , contract agencies 
.specified. a. variety o'f capi tal i zation level'-, n,. st of which were below $500. 
Because of theincreasing dperatidnal complexily that A-?! imposes and the 
large.master files that . institutions surveyed Have to cpntro;, it would 
seem loqical tha^ m.-ny institutions would adopt the $500. capi tal i zatidn 
level. Inst:ead, the cata indicates that only twenty-eight percent of the 
respondents have adopted this level of capitalization. Sixty-three percent 
responded that they capitalize at a value less than S3G0: 

A second comparison was made to determine if this relationship changed 
for those. Institutions. with large property master files. Only twenty-eiq'" 
percent, of. the. institutions. with f i 1 es. 1 i sti ng 50,000 or more i terns capi ta i i ze 
c-t the higher level. _ This tends to substantialte. the cdnclusion tl;at there 
is no significant relationship between size of the master file and capital- 
ization level . 

One Diajor requirement of A-21 is that federal funds be eliiiiinated from 
the use allowance and/or depreciation base. To comply with therequi rement 
insti t'itior^: must record spl it funding sources in tfie property master fi le . 
S.evo>^ty-dfi^' pe^.^cent of . the instnutions surveyed responded that they do so. 
This is Dn indication that most institutions in.tr; sample are complying 
w"''h at ie...,e one of the major provisions of A-21. 

To further test the level of compliance with A-21 prov' ;ons,. 
institutions surveyed were asked to indicate whether or not condition and 
use codes are also captured in the master file: While this provision is a 
relatively minor requirement of A-21, compliance with this minor provision 
by an institution would tend to indicate that more significant requirements 
of A-21 are alsd being met. Forty-seven percent of the respondents indicated 
that_they are. rec( 'ing cdnditidn. and. use . codes in the master file. This is 
a relatively high sponse . rate for this. level of detail and would tend to 
support the above supposition that most . institutions .are probably meeti ng 
the more important aspects of A-21 requirements for document on the nrdoorty 
master file. 




. Characteristics of -tKe— ^ w& ^ty C & fi4TO4:- jj^st^. Trie questions 
involving the .characteristics of the property control system were designed 
te provide information on the degree.df . cdmpl iance with key A-21 provisions 
and to determine whether or net institutions hre taking advantage of 
optional proc-jci'jres which could further inerecse the indirect cost recovery. 

In the first question, the respondents were asked to indicate the 
frequency of the institution's on-site physical 'nventory . A-21 requires 
that all records on the master file be supported by a physical inventory 
count at least once every two years.. This. may wo 1 bp the most demanding 
of the A-21 property accounting requirements. The. size of the master file^ 
coupled with the nature of the collegia! organiza-:ion , operate. Id make 
a university-wide inventory of property a major ur-dertaking : The survey 
data, howeve^i inrii.jates that seventy-six percent of the respondents have 
conducted on-site physical inventory counts during th-^ last two years: 

The validity of this data is questionable because of the incongruence 
0-^ this response with earlier observatidn^ from the s-.rvey data. For 
ex'imple, forty-eight percent of the institutions reported property control 
striffs of three or less. Seventy-seven, percent of those . respondents also 
reported large proper ' master riles. It seems improbable that a small 
staff with a large mastertile would be able to meet the inventory requirement 
easily. To test this further, a comparison was made to determine the 
number of insti tutions wi th large fiaster files and small staffs reporting 
that they had conducted on-site inventory counts. This resulted in eighty- 
seven percent of the institutions in this category responding that they had 
conducted physical inventdries at least every. two years. As it has already 
been noted that few institutions reported, that they have used a statistical 
samplino method in inventorying, it must be. concluded that v^'hat the insti-^ 
tutions were reporting as on-site physical inventory counts was actua.lly the 
procedure of sending property lists to the department heads ror verification . 
If this conclusion i s correct , 1 1 must be noted that these inrtitutions^are 
not in Cdmpl iance with A-21 and may meet some severe criticisn. in upcoming 
audi ts . 

Respondents were also asked to identify the basis utilized in allocation 
of indirect costs to the. functional cost groupings.. Ihis is a major 
-quirement of A-21: Allocation must be on the basis of square fddtage df 
space occupied by function. Sixty-six percent of the respondents indicated 
that they were complying with this provision; however, as noted earlier, 
a cross comparison indicates that this percentage is twenty percent low^r 
for institutions witri property control reporting to someone other than a 
financial or business officer. 

A-21 has two provisions which enable _ insti tutions to increase theii- 
indirect cost recovery through adoption of certain now procedures. The 
most significant is the acceptance of component depreciation as a basis :f 



comperisation. in general , depreciatiDn will result, in a higher cost 
"recovery on prooerty than will the use alldwahce,. Of the. institutions 
responding to tne. survey^ only . thi rty. percent indicated that they plan 
to. depreciate .in this manner within, the next two years.- This is a low 
rate considering the potential for increasing the indirect cost recovery. 
A cross comparison was performed to determine if the top twenty institutions 
in federal sponsored obi igations were planninq to adopt depreciation. 
Again, the rate was very low, only thirty-eight percent. It is interesting 
to note, at this point, that four of the leading. five institutions ir, 
sponsored obligations did respond positively to this question. 

The second provision in A-21 .which al lows an institution to increase 
indirect, cost recovery. -is the reclassification of fixed buildinq service 
equipment, from. the building account into the equipment account. In this 
manner, these items are subject to a 6-2/3 percent use allowance as opposed 
to a two percent a1 lowance under the buildinq account. Seventy percent of 
the respondents indicated that they had not reclassified. thi s type of 
property to maximi.-^e the indirec" ::;St recovery.. This finding,. in conjunction 
with the depreciation finding, w-Ji' s^:".ii to i ndicate. t^at the institutiens 
surveyed are only, at. this point, concerned with complying with the 
provisions of A~21 and not exploiting the provisional opportunities presented 
by the regulation. 

Irnr cations for the 80s 

if A-21 is to have a dramatic impact on the property acc&:,.itinn procedures 
of higher-education insM'tutions, the brunt uf that impact will not be in 
the 80s. The results o .his survey demonstrate that a large majority of 
Institutions are a] ready in compliance with the major requirements of A-21 
rel ati_ve. to .property accounting. This surprising result is the result of 
one of the following: 

1. A-21 requirements are, simply an embodiment of existing practices 
already prevalent in institutions of higher education, or 

2 Modifications in property accounting systems have already 

occurred between the publication of the circular and the point 
of this survey in April and May of 1980, or 

3. The. survey instrument.. i s invalid and has either not tapped the 
real indicators of A-21 compliance problems or was not responded 
to seriously. 

The second is the most reasonable conclusion; Correspondence received 
along with the questionnaires, as well as the high rate of return, indicates 
that the survey was taken seriously and that most of the questions were valid. 
The correspondence and side notes further support this conclusion by 




indicating a large numbier of recent shifts and changes. In addition is the 
number of "stragglers ^ " three institutions responding that . their property 
accdUntihg systems are . currently in such a state. a . change due to 
compliance efforts that they were unable to complete the questionnaire 
at this time; 

These points a1 1 support theconcl usion that A-21 has been taken 

seriously by higher-education institutions. Institutions responded quickly 
to the new guidelines and have, with the help of COGR seminars, made 
adjustments based on a contndn .perception of the, meaning of the prdvisibhs. 
The true test of these ccmpliance efforts and the sincerity of federal 
agency imp! -i^ntati.on should come within the next year as the audHors beain 
to issue thei^ findings. 

If A-21 is to have an impact in the 80s, it will be in those procedures 
ttiat are cons idered al lowables , but not requirements--! .e. , component 
depreciation, reclassification of fixed building service equipment, and the 
$500 capitalization level... This, survey has . i ndicated that, institutions, 
have no t. taken advantage of the higher capitalization limit. While. A-21. 
allows the higher level, state statute and regulation may prohibit it^ thus 
the institution may find itself in a Eatch-22 of attempting to control large 
numb-?rs of items and meet thc reporting requirements of A-21, often with 
small staffs. This condition may preclude the implementation of depreciation 
methods because of the sheer logistics involved in handling such larqe 
numbers of low dollar value items on such a system. 

Another major allowable is the reclassification. of fixed building 
service equipment into the equipment account. Only twenty-nine. percent of 
the respondent institutions have taken advantage of.this provision. One 
possible explanation for this low number is that A-21 requires high standards 
of documentation in this reclassification process : Mo^^t institutions are 
not equipped to provide this e.xpertise and would have to rely on professional 
appraisers to provide the necessary data . Tiiis requires d signif-^cant irrtniedi 
outlay of both money and admini strati ve time ard effort. While Mi the. ;o»:a-r 
the dptidn may prove cost-effective, ins '"^.utiorts caUqht in a current tight 
money market n^ay have been fdrced td delay implementation of this dptidn. 

The most siqhificr^nt allev/ahle is component depv-eciation . Yet, only 
thirty-one percent of those institutions responding noted that they "intend 
to make the shift to this method within the next two years; This may also 
be the result of deferred implementation because of tight budgets. Another 
possible explanation is that college and university financial officers have 
an almost natural predeliction against depreciation accounting. Generally 
accepted accounting principles exclude hidher-educatidn institutidns from 
depreciation .accounting. Thus, if a college dr university ndw decides td 
adopt depreciation accounting, a satell ite system, separate from_the main, 
financial and accounting system, would need to be establ i sfied . This would 
compl icatethe procedures already in place and would require the eommitment 
of significant iiiTrnediate resource- to develop: 
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During the decade of the 8Ds, h 



ghev'-edu'^-ition research institutions 



will face, many significant challenges which threaten the ba^ic nature of 
American higher education. Bne ef these challenaes will come from the 
provisions of A-21 . This study has shown that the majority of institutions 
'heavily involved in research have responded to meet the property accounting 
provisions of A-Zl; however, these, institutions have not moved to maximize' 
their inidrect cost recovery by taking advantage of r.he dynamic allowable 
provisions of the circular. 
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Auburn University 

Baylor College of Medicine 

California Institute of Technology 

rarnegie-Menon University 

CUNY, Mount Sinai School 
of Medicine 

Colorado State University 

Columbia University, Main 

Division * 

Cornel 1 Uni versi ty 

Duke University 

Florida State University 

Georgetown University 

Get Insti tute of 
lechnoloqy 

Howard I 'iversity 

Indiana University, Blobmingtdn 

Iowa State University of 
Science & Technology 

Johns Hopkins University 

Louisiana State University 

Michigan State University 

Mississippi State University 

New Mexico State University 

Mort, '"^ardlina State University, 
Raleigh 



Oklahoma State University 
Oregon State University 
Pennsylvania State University 
Princeton University 
Purdue Uni versi ty 
Rutgers, The State University 
SUNY, Stony Brook 
Temple University 
Texas ASM 

University of Alabama^ 
Birmingham 

Uni versi tv of Alsaka, Fairbanks 

v'ni versify of Arizona 

L'M/frsity of Califonria, Berkeley 

University of California, Irvine 

University of Califemia, San Biego 

University of Cincinnati 

University of Colorado 

University of Connecticut 

University o^' Florida 

Univer'sity of Georgia 

University of Hawaii, Manoa 

University of Illinois, Urbana 

University of Iowa 
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■^f; i versi ty of Kentucky 

i;niversity of Maryland Baltimore 
Professional School s 

i:ni versi ty of Massachusetts, Amherst 

ijni versi ty of Miami 

Uni ■. i ty of Michigan 

University of Minnesota 

Uni\ i ty of Missouri, Columbia 

University of North Carolina, 
Chapel Hill 

University of New Mexico 

Uiiiversity of Pennsylvania 

Uni vers :v of Pittsburgh 

Univ^'^si of Rochester 

University of South Carolina 

University of Tennessee, Knoxville 

University of Texas, Austin 

Univer: ' of Texas Health Science 
Cente: Dallas 

Uni versi ty of Utah 

University of Hashinqton 

University of Wisconsin, Madison 

Vanderbilt University 



Virginia Poly; institute & State 
Uni versi ty 

Mc^hington State University 

Washington University 

West Virginia University 

Woods Hole Oceanographic Institute 

Yale University 
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Results of Survey Questions 



1. Brganizatieri and Structure of the Property Cdritrbl Deparcmerit or 
Section : 

a. Line of administrative authority of property ccntrai: 

Cdri troll er 
purchasing __. 
Bt'=;iness Officer- 
Research Officer 
Physical Facil^'ties 
Other 



6;.' 



b. Number Of full-time staff in property CDni:rol. 



1-3 

4-5 ■ ?o/o 

7-16 '0% 

10 or more 10% 
Missing values 1°^ 

c. Number of areas of rc- jnsibility: 

1 46% 

2 25". 
3 

4 19% 

5 - . 5°^ 
5 n 



I. Characteristics of the P'-operty Master File: 

a . Number Of i terns : 

bess than 10,000 6% 

10,000 to 29,ggg 21% 

30,000 to 49,999 13% 

Over 50.000 59% 

Missing value 1% 

b. Total Dollar Value : 

L.e:.s than 10 million 1% 

10 to 29 million 11" 

30 to 49 million 27% 

Over 50 million 58% 

Missing value 1% 
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c. Ddllar capitalization point:' 



Under SI 00 ]9% 

SI 00 - $299 H% 

3300 - $499 9% 

Over $500 28% 

ci. Record split fjnding sources in rh^^ Master file: 

Yes 71% 

No 39% 

G: Record condition codes in the Master -^ile: 

"es 47% 

- _ 51% 

Missing value 2% 

Eharacteri sties of the Property Control System: 

a. Depreciation within next tyio years: 

Yes 30% 

No Bn 

Missing value ]% 



b. Conducted an en-site physical inventory: 



Annual 49% 

2 years 27% 

5 years 6% 

Other 8% 

c. Allocation basis: 

Square footage 66% 

Salary 10% 

Other 23% 

Missing value 1% 

d. Reclassification of fixed building service equipment 

Yes 29% 

Nc . _ 70% 

Missing value 1% 
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Informatiop Systems for State-Level Decisions arid the Budget: 

or 

Califor . Gets Its dust DSlRts 



^We al "I know that i^nforrnation i or even i nexpensi ve This is a 

eautionary tale of information systems design and development, and wasted 
resources the stc-y of the University of California's Data System of 
instructional Resources (DSIR). It has been said, that.gdod judgment comes 
from experience, experience from bad judgment . . The DSIR story is a tale of 
bad judgment told here by one of its participants, a state-level bureaucrat 
whose judgment was at least as bad as anyone else's. Hopefully, everyone 
concerned learned a lesson from this experience and, perhaps, others may learn 
from our example. 

The University began to develop DSIR about ten years ago in response to 
state-level demands for more infdrmatidn about costs, faculty workload, and 
space utilizatidn. The system was put intd.bperation in 1972 and includes 
class enrdllment [department, class type, class level, enrollment, etc.) , 
•instructional staff . (department , rank, salary account, courses caught, class 
contact hours, etc.) and facilities (room type, location, utilization, etc.) 
data, riass and instructional staff data are collected from CoPipuses at the 
department level . 

DSIR has continued td have. a number df dperatidnal problems.. In th*^ first 
place^ it. has always. prdduced.biased inaccurate reports. Row could it 
otherwise? The people who collect the data do not use the system and have no 
interest in the information. If the data requested are not easily available, 
if they are in the v^rong format or are aggregated accordinc to definitions 
idiosyncratic to the department^ it is unlikely that the time will be taken to 
collect^ reformat, or reaggregate them. Some departments . turn in what they 
have and ignore the rest, others make estimates, and still .nhers make up 
numbers to satisfy what no doubt appears td be an arbitrary .eoorting require- 
ment. Second, DSIR is cdstly.td operate and use and is hiqhly inflexible. 
Thirds its existence has.created political problems for the University the 
University must constantly cnoo?.e l)etween providing inaccurate and often 
irrelevant information to state-level authorities and creating the impression 
that it has something to hide. Given thediffusion of authority within the 
University's central administration, not to mention the difficulty df getting 
anything useful out of DSIR, the typical response td state-level data requests 
is to delay in providing the data, which also creates a bad impression. However, 
this paper is not concerhed with DSIR's operational problems nor. even the 
political problems they caused University administrators. If all the operational 
prdblems were solved, we would still have wasted millions of dollars. DSIR 
was designed to serve state-level interests tha^ were wrong-headed to begin with. 
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it has been observed that a key source of failure of . i hfbrmation syi^tems 
IS that thev trv to increase the quantity and quality of information available 
to the decisionmaker on the assumption that more information leads to better 
decisions.. However, the real problem is seldom lack of data, but a lack of 
Understanding of how to process data into information that can be used for 
decisionmaking _ (Gorry and Morton. 1971 ^ _pp. . 55-70) . The irioral of.the.DSIR stc y 
that state-level demands for the. kind of data this system was designed to supply _ 
are explained by a fundamental misunderstanding of the structure and functioning of 
the higher^ education industry, : cjdent demand, and the production and cost behavior 
of institutions. 

California Postsecondary Education Commission has adopted what is a 
proper. view of the financing issue, that in consideri ng postsecondary^education 
financing matters, the appropriate goal is to. i nsure tha:t state funds are. . 
allocated and employed in a manner which will provide for the optimum. util iza- 
tion of all postsecondary-edoeation resources in the state. This implies that 
the University qf Cal i fornia i s part of a larger statewide system of post- 
secondary education which i ncl udes not only the California State Universii: 
and. Colleges system, but the 104 community colleges, the 254 independent 

J leges . and universities, and the. over 3000 independent non-degree-granting 
institutions as v, 11. Moreover, it should be recognized that this larger 
system of postsecondary education is general ly character i zed by cdns.Jerable 
compet i tion-~competition for students, both prico and product competition, 
and thtjreby, for dollars. In this larger system state funding is assigned a 
special role as an instrument or lever by which the optimum util i zation of 
resources. in the state is to be achieved. This implies that the proper 
question to ask when considering alternative funding procedures is: hich set 
of financing, arrangements will result in the. best match between in^^ . i tu tional 
and student .behavior and the publ ic i nterest? To answer . this question the 
same kind of information is required as would be required to.regulate and manage 
any other competitive industry producing substantial external benefits. 

However, the management of a complex, competitive market : a "ask v/hlch 
state-level fiscal authorities are unl i kely to be prepared to handle, either 
by experience or incl 1 nation . Nothing in the pro' issional career of a state- 
level budget analyst could be expected to provide him with the skills, 
understanding, or concepts required to carry out this task. (See Appendix) 
Greater reliance upon market mechansims requires considerable understanding of 
the likely responses of institutions and students to changes in. revenue, 
schedules, tui tionspol icies , and direct student aid programs ;. hard work . . 
explaining the estimates which result from this understanding (estimates which 
even then are unlikely to be precise), and an attention to values which is 
contrary to the budgeteer's view of r^imself as a technician. Therefore, it is 
hardly surprising that individuals who are comfortable with and satisfied by 
standard _ budget planning and control practices are unenthusiastic about 
decentralized, markPt-ori ented mechanisms. Thev are likely to reject them out 
of hand ii; apen-endeJ and uncontrollable (Cothran forthcoriilna) . 



Because DSIR was designed to satisfy certain state-level requests (pri- 
marily from the State Department of Finance), a word ought to be said about 
budgeteers--abDUt how they behave and how they think. This may seein . 
extraneous to my story,, but. I think it goes a long way toward expiaminq both 
why budgeteers wanted what they wanted and why what they wanted was not what 
the state needed : 



Some Thoughts on Budgets and Budgeteers* 

Budgeting is the key process by which action is rationalized in . . 
Bureaucratic organizations. Whereever we find bureaucrats, we also find 
budgeteers. Miladvsky (1975) observes that there are constraints in budgeting 
that lead to regular patterns of behavior. 

Administrative agencies act as advocates of increased expenditure, 
and central control organs [the. budgeteers] function as guardians 
of the treasury. Each expects the other to do its Job; agencies 
can advocate, knowing that the center can impose limits., and the 
center can exert control knowing that age'-icies will push expenditures 
as hard as they can. Thus roles se^'^ve as calculating mechanisms. 
The interaction between spending and cuCtina roles makes up the 
component elements of budgeting systems. 



Host of the literature on budqeti ng ..concentrates, on budget preparation 
and approval and emphasizes the making of decisions about the allocation of 
financial resources, which depends upon calculating which alternatives to 
consider and which to choose. 



However, it is axiomatic that rational action requires processes for both 
rational calculation and effective control (Dahl and Lindblom 1953). Frequently 
students of budgeting ei ther overlook the fact that no matter where budgeting is 
practices, budgeteers spend far.more time executing the budget through the adrhih.-. 
istratibn of expenditure cc^^trols than they do in building it.-- or. they treat this 
fact as.an aberration froir; :/ie sound practice of public administration. This. view 
seriously underestimates the importance of the control function in bureaucratic 
organizations . 

Here^ the problem of control may be seen as an example of tne more general 
problem of insuring, that subordinates act according to the preferences oftheir 
superiors.. The problem of control 1 ing the . behavior of the bure^:- ^s Ihe same 
as that of any manager where, the subprdi hates ' interests are no t. :? same as 
the superior's (Breton and Wintrobe 1975). 



*See Thompson and Zumei , fortncoming. 
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. . . Budget executidh is irimarily cbhcerhecl with the admi ni strcin'on of twc 
kinds "of "expenditure cbnr ol allotments and fund reports; Ariotmonts are 
used to" regulate the tim' o; expenditures durinrj the year. Fund reports 
show what expenditures have beeri fpade and how t.iey compare with what should 
have been made. Audi t'*ng, the last phase, of budget execution^ is carries 
out to insure that the reports are accurate. In. addition, budqeteers oversee 
the operation of extensive, administrative expenditure controls. The immediate 
pijrpos'e of these, control s is to insure that expenditures are niade only in the 
ambuht and for the purposes specified in the badg ^ t; Their uUi'matG 
function is to prevent the bureau from distort! )iq o ■ concealing information 
which would increase the bargaining power of the bureau vi^ a vis the 
organizationally superior unit. 

Recently, Niskanen (1971), Breton and Wintrobe (1 975h and Thompson (1973). have 
made considerable progress toward a theory of bureaucratic behavior .based upon the 
choice- theoretic , uti 1 i ty-rriaximi zi ng, market-pri eh ted assumptions. of microeconomics 
in which the quantity of services provided and the price are simultaneously dereniiined 
by the supply of and the demand for the service. Miskar^ -n's view of bur'-aucratic 
supply throv>/s considerable light upon the control function perforniod by the 
budgeteer--i ts abuse as well as its uses. 

According the .Ni skahen . the . characteri st ic . rel ationshi p between nominally 
superior. and subordinate units in a. bureaucratic organization is that of a 
bilateral monopoly: The bureau "sells" its services to the government sponsor, 
and the government sponsor '^buys" the service only from the bureau. In this 
market, some '^output'^ or quantity of services i s exchanged for a budget rather 
than a per-unit price. However, both the demand behavior of the ''buyer' and 
the supply behavior of the '^sellerVare assumed to be cdnventidnal , That is: 
the quantity of . the service demanded by tho govev-nmental sponsor will vary 
directly with its price. Furthermore, the ''buye^^Vis assu.ried to be interested 
in maximizing net benefit, in terms of its own pr^eferenees , or its' consumer's 
surplus; while the "seller" is assumed to be concerned with maximizing its budget: 

Given these assumptions, two cases can be specified in which "output" and 
price are determi nate . Where the "buyer" can exercise f in 1 monp^'^ony powers, 
marginal cost will be equated with marginal benefits. This corresponds to 
the perfectly hierarchical case in which the preferences .of the nominal superior 
are.exactly met by the nominal subordinate. Alternatively, if tne . bureau. can_ 
ful ly exploit. its monopoly position. to maximize revenue, the equilibrium level 
of output. wi 11 be where the marginal benefit resulting from t^e provision of 
additional quantities of the service wil^ be zero^ The vequillbrium budget i-'iH 
be equal to the enti re area under_ .ne demand schedule, Breton and Hintrobe (1 975) 
observe that in this model the difference between the budget that the bureau 
su':ceeds in obtaining and the sponsor's net-benefit maxirni zi ng budget represents, 
the degree of control -loss in the organization. In this second case, the nominal 
hierarchical relationships is turned on its head. 

However, without some additional understanding of .jie circumstances 
affecting the relationship between the government sponsor, we are still some 
distance from being able to say what the level of output of the bureau or 
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the price of. the service will be: What we have said is that the budget will 
be that which would be achieved under perfect hiera^^chical control or under 
cqmpleteloss of control --or somewhere in between . This is the indeterminancy 
problem of bilateral monopoly. It i s . tautological to. say that, the actual outcome 
in terms of both price and output will be determined by the relative bargaining 
power of the governnehtal sponsor vis a vis the bureau. However, in this case, 
power is understood in terms of information: Where the buyer in the bilateral 
monopoly relationship knows theseller^s true cost schedule and the seller is 
ignorant of the buyer'strue demand schedule, then the buyer can exploit the 
full benefit of its monopsonist position, and vice versa. That is to say that 
the relative bargaining power of the two parties will dependupon the quantity 
and quality of information available to each. Furthermore, the fundamental 
item of . information required by the sponsoring government in order. to obtain 
its preferred budget has to do with the bureau's true cost or supply schedule. 

As Breton and Wintrobe (1975) have observed anti ~di stortion or control devices 
are available to the bureau's governmental sponsor--at a cost. These are the 
expenditure and administrative controls executed by the budgeteers. According 
to Breton and Wintrobe (1975): 

Cdhtrdls have rrany uses, including that of serving t^ control costs 
and as. a deterrent against the distortion of information. Their value 
to politicians in all uses, however, is simply the reduction in the 
excess budget of b^^ee^^s which their use makes possible ... 

The sponsor will incure control expenses up to the pointat which marqinal 
benefit^^ fin terms of excess budget avoided]... are equal to marginal 
costs . 

It must be stressed, however, that when these ronirol costs (the costs of 
red tape) are added to the bureau's budget it turns out that the per-unit price 
paid for the bureau's services are considerably higner than they v/ould have beer 
ifthe same quantity of services had been supplieri'at the bureau's true supply 
cost. Or, for the same amount of money, the bureau could have supplied more 
services. But neither of these attractive options 's a real_ choice given monopoly 
supply on the part of the bureau. Rather, these costs must be born, regrettable 
though this ma3' be in order to avoid an even more unsatisfactory outcome. 

This model also t^lls us that where the strucutre of the market is different 
from the bilateral monopoly relationship characteristic of bureaucratic 
organizations, the costs ofcohtrol may be unnecessarily high. Indeed, where 
the service is provided by many competing bureaus or firms, price search permits 
the* monopsoni St to know the industry's true marginal cost schedule and, while 
the information has_ limited, practical value^ to know by inspection. the marqinal 
cost schedules of the market's individual firms.. The moidpsdhist facing 
competitive supply, in this case the governmental spo'isor, n easily obtain 
the inforrai:ion needed to maximize its consumer's surplus, in such a relation- 
ship the r . nds of expenditure controls we are talking about here are a dead-weight 
los : If they are applied to only a few of the suppliers of the service. 
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Ijro'jiiction will be shifted t"o_the rria.^ginany less efficient suppliers, and the 
buyer in the relationship will bruehase fewer services at a hiaher Df^r-unit 
price--dependinq upon th^ .lopes of the ebst.and demand schedules, rfhere 
the controls are equally applied, the buyer in the relationship will likely 
purchase even less at an even higher price. 

Unfortunately, the imp! icatidns . of the distinction between monopoly and 
competitive supply are not. immediately obvious to the budgeteer, who has 
internalized a role as well as certain prescriptive rules rind^standards . ^ 
Competitive supply may produce contradietions and prcblem5> which lie outside 
his or her experience and he or she may perceive that the costs of . control 
are prohibitive and the rigidityof certain control rulas and standards are 
inappropriate . . He or. she m?.y even adopt a more realistic approach to the 
situation. c:nd the_ problem it raises.. But the mere fact that rules are 

successfully challenged, and shbwn.tp be arbi trary_ and unnecessarily rigid 

does not necessarily mean they will be changed. As Michael Crozier (1964) observed 

Centralization and impersonal rules are both ways to escape from 
otherwise necessary adjustments ... When one rule prevents adequate 
dealing with a case, its failure will not generate pressure to 
abandon the rule,_but, on the contrary, will engender pressure to 
make it more complete, more precise and more binding. 

It is my experience th-it budgeteers more often than, not show the same kind 
of reverence toward "good bodoet procedures" _ that accountants give to "standard 
accounting practices.' Accc ^ ^ frequently eling to these practices, even 
when it is apparent that, th^ ; :o provide information which is useful for_ 
management decisidnmakinc;. d.- ict. think i t is- inciHental at al 1 to obse^^ 
that most budgeteers are ocjouncanis by training.) ''Good budget procedures" 
are valued because they have the weight and authority of training, habit, and 
tradition behind them, not because they . necessari ly provide adequate solutions 
to the problems they are intended to solve. 

The point I am trving to make is that expenditre controls perform an 
important function in the typical relationship between sponsor and bureau. 
They provide information which is cri tical to the borgaining power of the 
sponsor, thereby permitting the behavior of the nominally subordinate bureau 
to be brought undc-r control and. the preferences of the sponsor to be met: 
Standards and rules also serve to. avoid inconsistency in the dealings between 
the budgeteer and the bureau. and to stabilize expectations on both sides about 
the ground rules for bargaining and the 1 i kely outcomes of the bargaining process 
as to avoid the costs of uncertainty to both bides (Breton. and Wintrobe 1975). In 
certain clearly specifiable circumstances, however, expenditure controls serve no 
re^'^ purpose. 




Soino Historical Backorxjunn 



DSl'l v-;ds..desiqiied_\o .supply state-level .a;jthbri ties .( utie State nepartment 
"Of Finance (DOF) , the Oftice of the Leqi'iative Ana!y^>t (GLA); Assembly and 
Senate finance coinmi ttees , and the Eoora^i iv^ti no Council for^ Hicjher Education 
(EGRE) with infornja tion that was supposed lo aid thefii ifi reviewinq the 
University's budget. Specifically, the purpose of DSIR was to aid state-level 
authorities, particularly in the Department oi Fiiance, in relating the. 
provision of resources systematically to the actual :di otri hjtion of activities 
and costs v/ithin the University. 

I.hnvp suggested that the budgeteer's response to the perception that 
sbmethinq is not right is likely to be a demand for ^■"iiore and better" 
information aboutcosts and , therefore , tighter expendi ture control s . This is 
precisely what happened. The interesting question is: what was the source of 
the feeliric] that something was not riq -i, what was the problem that .'more 
and better* information was supposed to solve? In order to answer this question, 
it is necessary to say sdiiiethinq about the buUqet relationsliip in tlie years 
before 1970. 

The key to this relationship was constitutional autonomy wiiich Earl Cheit ( 1 975) 
Bean of the School of Business Administration at UC Berkeley, has quite rightly 
called /'the most sophisticated .eqislative procedure in democratic. government, 
the self denying ordinance, by which States created and funded colleges but 
[retained] only limited powers of review. or control." rvji^years resource 
allocation to the Uni versi ty was governed by a few. simple formulae and rules; 
expenditure and .admi ni s tra tion controls were practically nonexistent; and, 
although the University vms required to show that it had met certain fiduciary 
and procedural standards in its handling of funds and accounts, auditing was 
carried out by independent CPA firms hired by the University Regents, '.^he 
Uni versi ty budget review assignment in the State Department of Finance was 
generally regarded as one of the softest, a good place to retire '*burned-dut" 
budget exami ners . 

. . .On_the opera ting_ side , the budget formulae were especially simple, based 
initiallv upon a simple student-fccul ty r-atio and later a weighted one. 
Given the University's administrative indepen^' ice frDni State controls, this 
mechanism 'vas, in practice, simply the provision of a per-unit subsidy. 
That is : each time the University enrolled a student, the State paid the price. 
Furthermore, the University was required to admit all eligible undergraduate 
applicants and to charge them the same nominal amount. 

This mechani sm provided the Uni versi ty wi th considerable incentive to 
respond to student demand and to operate efficiently, and permitted the 
University to take advantage of demographic changes to expand at an almost 
unheard-of rate. In addition; the prices paid by the State after 1960 were 
consistent with Master Plan objectives callina ""o^" an increase in the output 
of Ph:' :' s and a reduction in 1 ower di vi sion eni - ' Irpni ' at I'l' 'nii'ersity 
and the State Colleges, as they v.r,re then calle-i, 
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Capital budgets were subjected to at tighter control through the 

employment of a fairly.compre;-,ensi ve sys. cm of space use standards If^cse 
Sndards-were generally recdgni :-d . as . arbitrary and as occasionally promoting 
ever, uti 1 izatibh of other inputs, into, the Uhiversi ty ' s . production process (K-.thematica 
1 970). However, to the extent that their purpose was to avoid the wnrst-t:ihri of 
imbaianceinthe use of resources, these standards evidently worked f^ 
well- This judgment is based upon three observations. First, buildings are 
flexible In most cases they can be used for many purposes for which they 
were not'designed or intended.. Second, i nsti tutional growth was rapid and _ 
stable By stable, I mean that _ students were taking the same ki nd and^mi x of 
courses in the same campus settings at roughly the. same times during ^the day 
regardless Of the rate or level of enrollment growth. Even if a ffJ^;^ty were 
overbuilt, enrollment would soon cateh up with its capacity. If the app ication 
of the standards somehow resulted in underbuilding, this fact wouldeasily be 
apparent to all concerned. Third, fixed plant represents a small componen 
of the total cost of institutional operations. This fact is ofter^obscured by 
the size of individual expenditure items, but it appears that fixed plant 
represents about ten to fifteen percent of total operating costs. 

The situation started to chanqe during the last years of the igBO's. 
Because budcp^,:ng is fundamentally a political process, many people have seen 
the change:." -n the University State-fiscal relationship as the result of an 

alliance between conservatives and liberals and a rraction to the student . 

unrest at Berkelev and elsewhere. The conservatives "turned the fi seal screws ' 
fn order to influence University administrators _"to whip the students into 
line " The liberals tended to see the student unrest as a s.ymptom of the 
University's "failure to pay proper attention to the needs of students ^ 
oarMcularly undergraduates. While the liberals were more concerned about ^ 
^earrot^hL sticks'' they went along with_ the conservatives: fundi ng poll cy . 
I do not wish to gainsay the importance of Ronald Reagan's drive "to clean 
UD the mes at Berkeley." but I would argue that, although it played a major 
^rt infolding State Appropriations to Jhe University at the same eve or 
two >-Trs (it should be noted here that State _funding of the State Col leges 
was lilarly constrained) and may have served _ to .1 egitimate the i nvesi on 

of the University by DOF auditors in 1 972 and 1 973, it had very little ro do 

with the^dntentV^^^ practices which were proposed or the information 

requested of the University. 

By 1 970 most States were beqinninq to see problen.s .in the existing budget 
and control meehani sms_ as they were_appl ied _ to high.r aducation ^^^erally, 
^hey were the same probl ems from state _ to _ state and for the^most par t the 
same solutions were proposed . In the. first place _denieqraphic_ changes made t 
more difficult to maintain high growth, rates in enrollment. Thi s^meant^tha t 
in some cases, where only a few years^before the problem -'^--^'f^y^^^. 
UP with student demand, many institutions were faced with excess capacity at 
the same time that Other institutions, because they were better located, mote 
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responsive to student preferences, or more flexible in reaching out for 
traditional students, continued to. grow: In turn, this jneant that wh,n te 
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dneteer aoplied his ratios and standards to a group of inpUi^tion^^^^ 
e University of talil^ornia or the State Collenes; Tie or s^TrrouTd- concl ude 



"or-v ry-r-studL-it services ^hd facilities were being provided: A' 
i- jiv.dudl .nnpuses could use the saine standards to nake poi:.. 'ui 
iiO;-_- faculty, more cl a ssrooms , _or_whatever . iri tlie secon^' o'!:-:r: 

'iKinq place in ^he composition of the studentry meant enrol Indent 

■ [)ecominq prcqressively iiiore difficult. ..From the budgetoer's 

- 'le. consGGuence . of this wa.s a curriulative discrepancy in. the budqe^ 
th- d p;oce it wes hot .obvious that the new students being 

T:0.c pa^'t Older and parttime students) or the new methods of 
.rol li-'Onns (tf-dit by examination, independent_ study , etc. j required 
'Ort as tradi ional students in tradi tional cl assro- '-is , In t.ie 
1 1 a '^rjedred that universities were training too maiiy Ph.D.'s and, 
v;nr::ened, qraduat few of those . enrol 1 ed . .These. wo., all 

-lO It was bel''vecj they ^'ul d . no t. .be . han led within the 

o-'i^'^'iiq budget : ■■'^sm ^ineta 1980). 

i'lony continued to Delieve that the University was indifferent 
)f undPi'qranijc: tes and overly concerned with reseoiTh ard 

The inconsistency between nominal State-level interests 

■ ■ nt/fe-'enc ; was ind cated by the i'' ":! allocat'ion of 

'■ n, '010 ju 1 vorsi ty as well as the Un i ty ' n sys"':em of incentives 
-r i''jcur.v pnr-f or-Tiance . Final. ly, ser.,...; co^'cern was expressed 
-'.ivo fMid elsewhnre that the University was beii'i given prefet^onMal 
•• i^udaet vis a vi_s rfie State Colleges. The las^ two [; hleni-. 
'lOt new, but as other budget ' ig ar;d planning' problems v^ere 
noo • -nf- -^iven increasing attantion. 



:.-':ni'^. w-is. usually fdlldwcd.by the prescription of "either of two 
!.:al 'dies: qi^'"" n^r reliance upon mari:et niochanisms en more 

n-' '< nd ron trv. , , 

- "^^^--a reliance n-pon market mechanisms (Thompson and Fiske 

:nn.sed ■:he ineff iciences in tl-i use of public subsidies unde^ 
'nn mechanisms. They claiined that if institutions were unresf^ 'Mv 
. , . nechnologica i :y backward,, and _ i neff i cient , . the fault lay wi Lfi the 
' iun tx^sources in higher education.. i,ie claim was made that insti- 
fi' ' nor, . i VP because the market mechanisms which, regulate supply and 
)- toi n d: the economy are supp-^essed in the higher education 
: r^-y-dy, adhnrents to this point of view proposen to bring competition 
\(r, industry. While thn spec1t1c content ot their proposals 
m ni..n, they usually included full cost tuition, combined with 
M'on a' ' ujarandeed 1 oans ( student vouchers or entitlemencs) to 

f. . insti tutioral . suppdt . so. that student . d1 ssati.sfaction 

:'rn i i pressum to !)ear on institutions (Breton and Wintrohe 




dP'^ '.tudent entitlernenL pl5ris;_6 iriajor cPianqe c"" tM: l'-^-^.' ly. In 

the firot place, many of t^e advanta^^^. offered by thss-e clani - tin-]ent 
upon a thorouqhdoi nq rriodi f i '.d':ion. 0"^ f ^' na nci nq rnec hcrii s:^- " . the c ■:^ce•'. 
of which are subject. tc cohsicorable ur;certa i/'ty . . ••'.any oropdne^ 
secondary educ-jti'on fear that the ac^ptich of such a pl^Ki v;ould reiult 
net reduction of public support for pos tsecondr ry education, as the burde^ .r 
support v;as shifted from the publ'c to scudents and ;heir ^anilir-. !r;de^d; 
it has bee.^ argued that movement "^n the direction of a vouchc o<- stu'^^ent 
en'Ll t lement systerii would produce downward :r:ira'i of publ i c support ^,hdt /:ou 
u1 t"ipate1y destroy oostsecondary education ir, Cali^'ornia. ""he arqument cc-: 
sorethinc li^e this: presently^ public support for pos"seconda»"v educa^Jcn 
rests upon a stable coalition of interests. The/^iddle cl a : s . na s . sur-oor -.ec 
expansion o^^ access . i n . return for a high level of direct institutional 
subsidies o^ wh'^ch it is the principa' beneficiary; If supporters of broo'^,'' 
access /?ere to , '^tic i pa te in dismant^inq the oresent syste*^ o^ direct 
i ris ci tut iona 1 "^^i' i di es , thus denying the riddle ^Jass -.ccess to oublicly 
subsidized institutions, they would look in vain -'"or s^toort wher tre t1r,e 
car. to. establish student assistance levels, "^onseq u^r ^ 1 v , su'^fit^ent ^.^i.den 
aid v.ould sirply r^t be forthcoming. 



I nav^ no way rr evaluating this argument. i""'c'ritol 
and i r ':--r,cl J 1 v^'r (Thompson and Jones 1 979). "'ne evidence 'uco*'- .s f^t 
tui t ion at ■ ^- ^or state Universities is at issue, to re'ult ^,at ■ c':-'- a t?- 
straight^" ' sni^t of the burden of suDr " ^"rc ^ne cuslit.* st^ce' 
and their Hov;ever, overall incr; ir t^^'e snfr^' ^ • p'^rte^' c 

support. a ' students an:^ "heir ^am'* . aocear to be -^ec 

higher. le. :otal oostseccricary-educ :y <'oendi t^^'^e! rj'e''': *ta a' ^ 

^■a^-iici pat^ .:r.els f l-,' ■ 1 la^^s ; ^uck^eldt.; anq ■■.■.io I9^c;. It 
the down, r-j ^nif^al ar'":u^ent is a bit extre' o. 

^ad',^1 re^C'-^ms in ^acHce se'dc"' prove ^o ^e as ^e^^ cia} a: 
p^ot'Ofieri ts nave 'omisec cney will oe: b-t, o?, rne o-'-.::^' < , ' \ rc'-r 
t"-^:t a policy realizes its opPone'^tL' ' src-qicti'^nt :^ ca'a-'i^v. "Owever. 

■ thous^'t unlikely t^~::t, ^'^'adeojate level: o" a::i:^a^c' .'"..It r 
"-rt ncc^''; no ^'ror the State, u^'^Cer a s_r"^te'^ o^.c 
niqh" be verv '"eluctant to a:sure :te '^^^'/r 



Ir -/'-.'^ secont place, '^-tf^- ' s ' i ^- ' n- ; errec^ai:;/ "^*e '"^t. 

not t''0 ^bou"" prospect qt '"eater cc^ 'rS^ . It as pear: "'C 

"'^e 'ns^'^u sal iriterests wn^-- ^^ave ^ne \l Itse ^'"O" a ^'-'cf s^'^a- 

t^^s ": ' ; a :;ettef" '^^"oanizes col i * i ca 1 1 t^'a^ t^^c:^ v.^t'^' 'ta^c t' 

\'i ' ! ■" ^- a ^ . c a t ^ s C5 ' C' u c h e r a ^ t u s ^ t e * - e " : 1 a : v;Ci ^ ^ s — ^ ' / 

n^;r^p' ": a:sessment teat in t^^;" ' t.':'"'c ■'^^S''rSS ': 

nec I'-S ■ aJ^i "i- ■/ ^ n c c s i ^ ^ e n t w i t n i n s t i t j ^ t ' a I t e ■ ^ : . I ^' : I ^ s i : ^ , a ^ v' ^ : 
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of greater '^eliance upon dii'ect stiidpnt -^ici mechanisns ni^iuvr'- tJior Jie '.■j^al 
beriefius dccur->nq from pastseeondary education n ;uncLion of r.he ](■ and 
eompositicn of student enrollments, degree and •-^.-'■•'^^l-^. ; icate completion:., et/:, 
Thi sassuhiptn:; denies the iiiiportance of the social, cultLn-^al and recreatioiial 
benefits the presence of. a colleq: or university rampus cofifers upo: a 
•community. T se. benefits might.very easily ,i^is;,.ry a ivibi ir. nr^' rerenc^^ as to 
where and hew it bu^^s educational r-'^rvices: 

. Furthermore, the public or spillover benefit that -^rcrues from the etudenu's 
decision to enroll in, persist in, and complete an educariv; "' oroqrani is 
continyent upon increasing the likelihood thaL he or- ^ho v;i 1; i.horeby be a 
fiiore effective me/iher of the :lemoc>"atic polity., a mo e :^'ici; r-ici/s .consumer , 
a more productive worker, etc, If this likelihc^'C ' co.i^e rp-lized, at a 
minimum, the student must learn something. .Link ,q fvndin::] 'jirecMy to the 
student's decision. to enroll. in an institution iray influence the institution 
to betiave in certain ways which a^e in the bes*: interests of nei rher the student 
nor the public: Such a mechanism may influence the i nsti luI iori lo misin-^'orm 
student or reduce the effort_ expected of them. It is r chat one v/ay to 
reduce tii(: cost to tne student of enrolling is by rxHjurinq the. demands [nadc 
upon him. When tiris outcome is achieved throuq.n qroatcr ef'^ort on the.nrrl o^" 
the "FcCl. ' ..y , for exaniple, there is no conflict betvyeen studt^nr and public 
interest;:. The s ..udont i s .^.-c^tter .of f and the public is no worse off. However 
when . thi s. 0^ .come results from reduced expectati'-ns o^ s'ndent achicvefiient , 1 
conflict bet,:c^?n st<.;d:^nT; cind public int-jrests is clear. 

In the thir..' p^ace, .doption of a voucher or studof^t erititlemcnt syst^ , 
V70U' complicate the task of State-level f 'seal planning and control pcrs: ■ . 
The +-""iscal uncertcinty and dislocation of the tra^rsition period as .both s Is 
and institutidhs a^jusr- to t,he .changed fi.ahcing mechanisms could, pc 
t;e rediiced to manageable proportions by phasing imp 1 e^nen ! m hi on over a period c; 
se .-rai years. But ey^ \ if the major di scontinui ti^^s of imp!- lentahion were 
dvoided, s.-ich a system v^uld gi^ budget ai ly^ is ts. 

i ' lie fourth place , a h/ncates of voucher and ent i r.l oh-.ent plans underestimate 
tf.eo _ ^. ee_ or coinpetition \^/hich presently exists in the hi ^ cer educat ion 'market- 
p\ac^"^'. Moreover, they fail to recognize the degree to \vh h the i'^'nef ti^ of 
voi- plans, where State aid gof " directly. to th(vstudont. . ca'-^ be -b 'ned.via 
a mixed systen; .of direct institutional subsidies and su[jpl ei^ ^ ' ' ary stuc-. nt aid'/^ 
However, less drast' fiiarket-or i en ^pd alternatives were give;, little if any 
serious Jcntion a,, that time. 

Inst^^ad, state-V'Vel authorities almost instinctively oi)ted for the 
alternative of area tr-r' centra] i zed dire'.,:iori and control. The fart that Li;-:- 
proposed solution had ^Imost nothing i J do with ttie fliannosed prol^lei: '/as 
overlook-'d o>" ignored Nor were the. iiii lications of the University'^ ,':gai 
Status nonestly faced. Budget technigues were lindergo"^' '-'q .compreherr. ; ve rf-form. 
In California, we were making the transition frodi a lir.p-item, obic 
expenditure budget to an activity-oriented, [.'erfon i^nce budget. in^cp 13 no 
doubt in my fnind that state-level authori les "im; c;sumed thri^ what was good 
for i::n3 General Services t^'partment was good i''^^^ t. ■. 'ni ver^, i t.;. - , ralifoy-nta. 




It should be noted at most_budget_an3ly5+'.s woijld be surpr 
allegatidri that 'perform budqeting impli^ru jater • -'Utral i zec^ direct "on and 
ccitrol. As Allen Schic: (1964. pp. 97-106) has observed: 

One n; ediate aim of pcrformanee i. dgetihg was to divest central 
au. jriLies of first instance cont'ol over_ ■ nputs , s-jcp c .: personnel, 
^jpplies and equipment. As entire rarvje of dcpc^tmentai actions 
would be f-^eed of prior central scrutiny. Centre' authorities v?oild 

intervene only in special ci rcumstar ces--when the e was. ai. over 
expenditure of funds, s fiscal emercency, evidence of misuse of 

spending. authcrity--but day-to-day spending decisions would be 

made by the departrr.ents without central _ cl earance. In place of 

input controls, centra.1 ^iuthorities would control outputS'-lhe 

work and activities of de^'artments : 

Performance budgeting was. seen es d. means of decentralizing contro; 
•nct.ioirs, reduc-inq the surveilr^ce of central control agenices over depart- 
..•ental operatiorr, and promotina managerial di screticn within a department 
2n?.xy: Cf co?ji :.^e, budget^ers would not have abandoned existing controli 

a"! 1'. ' - ents : mandared savi'^gs: petitions, fund transferr ,_requi si tions , 
.rj -ro\f' . unle..^ saLisfactor alter'id.ivcs were available. Performance., 
t "--riq did not wholly free ^i^^i"^ nents of r ntra! surveilanee, but shiftej 
. rc. . ; of attention fror; pre-control to po^ . cci /rcl and narrowed the 
•^t^ent ion of the budgeted ' S to exai-S nation o-^" " vari3'^^:es'' '^^-^om the budget 
.A. . "iiient . 

One of the key purpose^s of performance budget; nq_ i s the identification 
of repeJtiv activities, the determination of their lower cost, and '.he 
enforce.:ie: of these notions through the budget. This means thai cmsider: lo 
"effort is lovoted to identifying standard costs ind norms. The budgeteers 
then use le^c standaro- to project spending lev:is and Lo oversee agency 
performan^ (Shick 19b-,. In California, departments and agencies rust report . 
t;ieir expe:.:ii tures and acc^^^^pl i shments quarterly: The Department p-inancr ^iiidit^ 
thes^ reports to determine S'hether rr not actual expenditures/ nd perfor '-^.i:^ . are 
at VG- ia..::e with the budget esti;nates. Again, ac-ord^ng to Scnick (VJ : 

The examination of variances replaces the blani<et ,. jtiny of .every, 
spending dCtion, wit selective inspection of exceptions L^nd doviat ^s. 
Obviously variance ce trols cannot be exerris ! u^-^'ess an accur;:te 
and current reporting rjrocedure is in use. 

Typically, var nces . save money. are - oiiic ti r^^ 1 1 -/ included . ^ 
agency's budget base. Var .es which cost.nione^, jr.: trea ^ ' ite a other 
M(?w expenditure proposal anr: m^st be justified accordinr^y \.i \."^nc: ^ 
in future ;)ndq'.ts. This point is marie quite e:-:;Vl ^ by 
ttr "'lovernc; Surv- y on Lfficiency and Cost ^. ^ntr, 

.. ''ioney sav A through . iinnrr eo ^ f f ecti ^^enes i ■ 

state Lrea':;:irv. Money. 1^" ' . npts i .t, 
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rnG..:.y saved through improved efficiency is spent o somethinn not 
specifically approved by ;he_Legi3lattjre; the [depa ' iTient] is 
potentially in v' latic; uf the Legislative Intent Sb.cion - r the 
Budget Act ^Shick .971) . 

Lbelievn ^'tat.for the most part, the shift, from p>^e • cdri :rbl to post- 
control V ' in .he direction of greater decentralization and greater operation^'' 
flexlHil: :7 for department and agency level administrators: However, the 
leg;- : of the University of Cal'^fornia had previous !y exempted it niii 

all . ^.rols. But, unde ; a pe-f .' i^-e biidqet system, development of 

a sa 1: : -. -ur-tory ref rtiny system migfK have pe: tted the employment of 
exuehsivc "^st-control yij[ successive budgets. 

hate in 1 957, he CEHE adopted a series of recoir^ ^ dations. direc' 'ng the 
Un-^versity and the nte Eol leges to pi^epai'e a seheduh: for implement. ,:.; the 
State s nev/ budgetinr yst-'ii. Further, the CCHE recommeri hat the University: 

- . . cev'eloD opere M onal ^^-^f i ni' tions of its functionc:! aims and of 
criteria . relating to the. .jrriculum students, metnodsof. i nsti'Uction 

d faculty by which effi lent budgetary practice^ could be designate'"^ 
-■or .^structioiial purposes. 

..: des'ign and implement a prcgrrm bud'-ot ::iH cost acc" ':t"i:'r, systeni 

... ':-'wj"lor^ a system of frcul ty and st^-^^ time reporti.ig fo^" ':he 
r- ;sr'^aL.le allocation o^ payroll co^"'s to proQraf?is_gr Jrojec:s 
-nefited by the wcrk perform:.: 'Co Jinat'ing Council fx Higher- Er'uc; - .-^ . 

The '-liver- :^:y init'i"ited the development of DliR :^hortly therea"" :.e^ . Ac 
t^r same _ ine it was rec.^nized that tr usefulness '^'f he reporting and 

urmation system under development would be extremely "mi ted if the 
information it produced could lOt be related to deci s i ■ 'ni:;: ki ng by intans of 
so, le Kind i / -^ory of the eoucational process. Con: -guently , considerable 
time an'" t Wl.^ . spenr. by the University and. the CCHE to develop cost ano 

buf' jels wM^ih would .correctly reflect the needs of a complex research 

L'ri ystem. These efforts served as the basis of many q-^ the mdre_ 

cr yed h'gher education management information systems, including 

t' A center for Hi gher . Education Manag^^"ient S:> ^-n:^? (NCREMS) Resource 

ts Prediction Model (RRPM): These !^ .dels, however, were neve: ^ully 
sati. .._^rv to tne University o^- the CCHE, Jnfortuna tely , thi s ' ssa ti sfact ion 
with the planni ) and budgeting niodels beinr !e' ^loped did not slop DSIR. 

^hr high ..water ^i^ark of . the State's attempt to.brlngthn University under a 
^'sti r per I'orni'"^ ^ budget v^ontrols was. reached . i n 1 973. atier DSIR w^s 
^^eici:-., i( : v;i:(-i ciT HP ^orm^illv ^nrninitted i ":elf to unit-cu"'' 
nd-^ uhe ■r,iv'";^sity (Dep i,;. of Finance; CSUC; C: C 'E; and C j 

ed ^ then er;^:'''ent N^.iL " noroach t^' pi :n' \ ' ^d 'dgotinr ^ 
' .. ^.s lor r^-porting to : cc ev , ichor' r, . 

i'ii . 19/:,. .s it hopper the DC ■ hr 'v :^ . - ^ (naH 

of? mr than it cculd chew e;n.. the ;c unding w^^ never 

it into -arJce.. Instead^.the OOr \ , ;l ;rrteL - the rse j/ 

a simple s cudent-'^'acul ty ra^id. The py..j. :s r: ;eo o-y :tor i:i '; ' ic' i Drogranr- 
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and students were solved by the simple exp;dierit of riot permitting studerits 
enrolled in innovative programs to be counted for budqe-!: purposes.- The 
capital outlay problem was solved by the decision not to build any more 
buildings. In ef'p'^'' , the DC" , with the im;al1cit agreement of the University, 
raised the ''steco ^:ate" from a prediction tu a p' l i 

But wh^ did zi.t DOF back-off from its eommitment to n uni .-cost approach 
to formula budgeting? The answer is a bit complex. In . first place, the 
theoretical model upon which thp budget model was based was false. This meant 
that if the budget moael were to be use-' to rset the DOF's needs, it would 
have been necessary . to force the Uri'versity to be inefficient. Since the DOF 
did not have the authori ty_td force the University to conform to the model, 
it vjac. f no use to the DDF and i^ had che unfortunate drawback ef committing 
the State to a number of things which were i'^ the interest or neither the 
public no the control agency; Cr- equently th-' conSitment was dropped. 



7;',- i; rtant issue is the wrongness of the theoret'^'cal model 'jpon which 
the :jc:V::t 3del was based. Reading through the series of reports cind the 
cdrrespondence of the various . commi ttees . concerned wi ^.h the development cf an 
activity-oriented budgec model, one is struck by the consensus view that 
:;tudenc5 through their program prefers, nets determine re.soui^c requirements 
(Coordinating Council for Higher Education 1957; Bepartner' ^f Finance, 
CSUC, UC. CCHE, and the 0LA_19"'3] F-partment of Finance 19/4; and 
Mathematica 1 970). This noti'n that resou; -'-^s are the dependent va^'^ia 
and student derrian' ::he indeprisidetit variable runs through the n" tera l:.'jre like 
a truth handed ' • n heaven. H-vinq accepteci this notion, tn-;- au ■..•10''^ " of 

;,,r: variv..-s rep{. ...ov/ed eonsidei\.bl e sophistication and sensUivi ly.tc the 
prnblj::,s of applying standard cost concepts to complex organizations like 
[ versity of Californic, It v?as recooni^pH "'-M". student dei.iand was not 
terribly stable and wr^s bcv^ominn moro n: :]d that_relative_ factor pri^:es 

were constapiy changiiin. Furtii-y^ 'or- :^1p: of joint supply was_noted . 

Ho; .v/'er, i:he/e was no. rccooi^nion ; s . uc i duinand varies from institution 
to i nsti oition ^nd, therefor'^ tnal: it.i.s aoi^rooriato that each institution 
operate at a m.rerent seals, with a d-if^^erent mix of prTjqrain^ . . empl oyi ng 
different corili nations inpu>:s: This wc;" s:^. because the initial assuinption 
wa" wrong o^" , : ^ least, coi^iplete, The a^.^'u.:! choice stU'-'^'Uts inaks* ar<^ . 
determined by the s^i^vices provideN by the ^istitution, a fuMi-'ion of insri- 
tutional resr;urcos. That is, tht cnoices [nade by students ar-, sim . : tan^ousl y 
determined b\'.Lhe supply or services pro^n'ded by ■■.he i listi t u ti-n as^! tu"' 
de^iand schcduiu^s of students tor services. 



wjg.^,yf3^ fr- the st'.ndnrint of "he DOF. the advantage nf the judaer iijodel 
was that i ^'a' 'ipr-^sr:. to prov' ; a stable basis ror. aiidlys"^ s of variances 
frrr bu'luet ■ Hov/ever ^'^a:Jse trie tH^.or^' beh"" i LnO model vu^s 

■ : ..,:;j'M7 {■ rneti uu' lat student behavior wou:H have to be con- 

rolle^-: th^ esti.iases, otuerwisc thr actua: relationship i^-^tween 

inputs au - emi : . s ' ' ' 'K"^^ ' ~arily c^^ 'fer ;ni the Uuduoted re' "ionsh'ip, 
If, .for exar-nle., si^deP' L ' "h riore an low there, Ni'' resu^.; i t:"j 

redirer-^ t there, iifid'':'^ such a n,; Mr.- ip, Kmc - aii: a s- ' (^fi^^'^ 

su;i>ort rru:>ff icien': tlian o ther', , . the;' cu ■''^''i pi t ' " ■ ■ ■ 

d -"]->.:[:■ '"•■) betwot , the pr";;t: tfja^ nust U' f;u ' r. \ 



typically. this. leads to controls on the number of "high co^t" programs: Not 
ihfrequehtl y i t leads to maximum enrollment quotas. In such a system student 
preferences ■''o not determine resource requirements; instead, they are 
subordinated to the budget formula. 

Furthermore, to provide the order and stabi' " that is orie of_the main 
advantages of siJch a system, it is necessary for tne central control agency 
to specify how' ^v/heh^ and. whe'^e i nputs . can bu ,mploye<] and even how much the 
institution ca: oa ' for them: In practice^ this is accoif.p 1 i shed by setting 
minimu[T- ut^nization standards somewhere near the e^^-ol Iment- ^ nput ration, i.e. 
minimum class ^ize, minimum faculty workloads^ ni " ^'cm. use ^^nd.occ oancy 
standards, etc. The institution, course, ; esponds by treating many of them 
as maximum standards, so chey are tiAed. In such t Eysteni, the institutibn. 
cannot save money where it is less effectively being employed to spend it when 
and whe-e it -night bette- be emnloyed; savir-qs r-^.ert to the State: Otherwise 
the prog, cm could get "o nf control." All kinds of unapproved activities 
might ' ike place ' 

However, wt*ere the University was corc^.^rncd. ^c cO: had neither the 
Qt'thority nor the means to control studecc bchav^:, or to specify hp^/ inputs 
woulr^ be used once money had been alloce.ed tc the bi. /ersities. .This meant 
that ..nat the DOi- had done i r endorsi n ■ :he use of un 1 b- cos ts i n funding was 
to ..dorse the use of a set of prices for dniversity enrol l-^ents wlru' u wecir 
consistent with neither State priorities nor tie budceceers; interesc i g 
controlling the size of the University 's . budge . s soon as r^i^:^$e facts 
genera 'ly known; the commitment loade earlier v, :s rut c ide as cu embarra:: 
to al 1 concerned . 



Scree Er^pir'ical Support for My Argument 

Because what the state '-^ ^u wcs ':Cu whul; the state needed, I would 
cor that ^he public wo -ave been \-n^se off if DSIR had not turned ouc 

a L jf a fiasco, if it hu, . .rk.. the :c ^ /as . supposed to, and _i f 

Unive-^siLy fundina had b^ n fuMv integratec nto the State's performance 

budgeting system." So far.. \ , this argi :ient. has rested upon a theoretica 

foundation which many might question unless i-y happen to be predi sposed to 
prefer competitive markets. The question v'^-ich must come to n-'rid is whei! er 
or not there is any Ginpirical basis for my argument. 



' The answer to this juesti.bn . ought to ^nmc from a com.parison of the 
Univercity, which , successfully avonded post-controls with the Sc: 
University and Col ge^ -^^^s^ n, (as it :s now called^ which has no; Jkre 
perhaps t would ^ ul bo briefly explain Stat^ fundii' of the State 

Uni/ersicv and CoViecr ^irst^ the ninioer of faci'l ty .posi t lun^ funded is 
determined by ^ pl>inn faculty productivity standards for each level and 



mode of in^t. Miction to a prnjecte * dist -r.'-,: • '"^^'-'lir: 'y:: 
students by_ievel and ri'!)d^! of m: uctibn. - . ^.ict'- v i ty ..m ■ 

ratios are based upon hi^tor z^i] experiencc:f : Se'j. 'U ^' :;i;pbor 
coefficient? are applied and faculty and staff said "'^^-^ ■ set in ronfo:':: ^ : 
with a rather rigid sch*=^dule. 

I have suggested. and Professor Williani Slmps^:i ut me Department of 
:conomics atEal i fornia State Uhiverrity, Lcs Angeles, h^s observe^i that under 
jch a system as this there i !; a stron^ tendency for i-^jfficiehcy to V^d to 
.-.dditional support and for increased e.f-icieney to lead .0 lesser support.. 
Consequently, efficiency is unlikely to be pursue^: with vigor: According to 
Professor :impson (197::), pp. 285-92): 

highe^ cost per student i n . one_ vear or it one institution adds 
weight to the contention that.the budgeted amount should be accordirgly 
higher in the budget year or for. that i -".titution ... it is present 
also ... in trie form of the weight so ofte,, attached r.\} experienced cost. 

The practices which have been noted circumscribe the u ge of 
fr:.ylty pdsi t' ons . that will, not lead to the loss of positions the 
nexc tine around in the budget process. 3 consequence, such 
inertia against change as mr v already exi:5t is reinfcrced, and a 
department tends to limit its iemic p'^; ing.td thesafe and 
known area o*" adding .:~ditional courses or sections whenever 
r: irollment v/ould justify another faculty position; 

T''' course, t, ' failing of performance and the po^t- control s which 
accompa:ny it 's general 1; recogn-; zed ; egretably, say its proponents, a few 
butterflies r.ust be s^/crificed to sto^. thr^ elephants. 

The tricky ^'"esi^ion is ^hat does, this mean in .terms of the St^te 
Universi tyand Ciileges' re-ative performance? Unfor^ inately it is very, 
difficult to evc^iuate the performance of large eomplex systems such as. the 
State Universi ty and Colleges or the Uni versi ty of Ba 1 i forni a . The evidence 
available may be interpreted as suppor' mn my argument, but it is not 
overvai Iminq. 

P^-^r;.aps the most sapl: ^ ^ Mcated . ana lysi s of inter-sortoral cost of 
prodLiccion behavior ^ondocted to date is Daryl Carljon':. ' ]']72) app]iraf'nri of 
comoutational alg^ : :.'ini originated by Parrel 1 ( i ^357.) ^or i,,-visurina prooo^. Jve 
efi IfMicy to in:i, oi ions of hiqher education. The al goi i thm .uses a linoat 
progroi:ii!!ir : methodr^looy to_find institutions that lie on the efficiency 
fr;)i,Jer. Institutions v?ithin various categorizes (pubnc universities, private 
1 ij)orr-^J arts oolleges, etc) are differentiated according to _-iii|j-uis_(n' ;ber 

of senior farjlty, sq..:o.'c foolage 3llo:ated to various functions, etc.), 

:tudo"t enrollment mi x_ ^' number ^r^oll-time ondernradut tes , graduate students, 
-"'oV j ahH' "iiil^cTttR: 'na2^character-i sti^ (quality rc/inn, number of degree ^ 
..n^antinq f iM~dT;"^ro otF ra tes , e'^cilT 'Frontier rel a t ionstii ps among tticse 
*va?-iaoles deriver! ■; '1 1 us tra ti no Un- hiqho-.t lovoi of outputs (i.e., . 
enrolimrit levels) f^ . a given -ft of inputs and insi Mjtionnl characteristics. 



fjlarnihul relationships are developer nii-Mg the variables for the froiiLier 
institutions: In aJditi^n, least-cosi fTiethods of achievina give' 
c-nroTiment and institutional characteristics are presented. Car^i^on found 
that when California State Univers' ,/s^ Col leges and Campuses were CQ;]]pared 
with institutions, haying s-..iiilar characteristics and enrolling a similar 
mix of students, their operations were characterized by consistently higher 
input use and therefore higher cost (State of Californic^ 1 967). Replicating 
this - ' ysis so as to compare University of California campuses with institutions 
having si:;iilar characteristics, producing comparable outputs and enrolling a 
s. iiar Piix of students, the results were almost reversed: Their operations 
wer :haract'-^ i zed by consisted cly lower inptrc uze and lower cost. Furthermore, 
onl^ -.wo of J. n.neteen State Un^'vercity camnuses j'/ere found to lie on the 
production frontier for their group, while six of the e-ht Universitv campuses 
were (Thompson , Garter , Fis ke , and n sbury 197^). More conventional . str:tistical 
cost. anfll yses , employing standard regression techniques, produced similar 
re-jlts (THr,i,.|)son 1 973 and Williams, f^uckfel dt , Orwiq, Thompson, and Winq 1 975). 

HC'wever,; it should be noted that there are severe ecrvicmietf^i c problems 
which miyhl pi event ^nc f rcni r-eadily f^PPiying this inethoc. ;ogy to institutions 
of higher education. It is my opinion that Carlson has, for the most part, 
managed successfully to overcome, themi, but it is important to remember, that 
there is a very la^ge jump from the .geometry r : i npUt/output relationships to 
unbiased estimates of productive efficiency The i nterpreta l ion of .hes^ 
results, therefore, are v;ide open to questions: Certairily they are nc' 
sufficient or proper basis upon which to base state policy. TP^ same point 
may be made with regard to standard cost -estimating procedures. Heroic, 
not to Soy raive, assumptiofis must b^' nv. ' in tlieir application ana in"' 
pretation . 

These problems _are encountered n the evaluation> the efficiency 
performance of any firm in any indLStry. In the privut.;: sector, ''e tend, 
rnerefore. to fecus oiJr attention • pon signals of success or failure such is 
'~ales, profits, rates of ^^turn on investment, or m r! " . :ir r^; roV'eg?? 
and Uni ve-Tsi tic:, do notmake profits. Rate of ^^eturn o^' :nvestme. c ,s .^^t 
directly applicable to the performance of i ndividual i nstitutions . -'ow. ve^"^, 
the State'' cornmitment to increased access implies that market shar:: m?^ be, 
i.e., an ,lcient iistitution ouqht to be able to attract roughly Lhe s.:me 
proportion of the pn!:ent ial student popuTatidn. over a period of years c': its 
competition, otlier thinns being equal. Here the two most important "other, 
things" are ^.ht marginal or incrementrl per-student subsidies and the tuit'.o.i 
charge ^'ii -d by the s"iiHor.t: If an institution \urfered relative chanties 
in oithe: of these ar^'.js, then, o'" course, it ':rjld not compete rn the s< 
ba'j 's as I: :'r:.ire and, despite its 'iTficienc; ci-nid not be expected to ir.tain 
i ts share .m^ rhe market . 

He^e we have a rough neasi'^-e of .rhe. State . Lin ■ versi ty. and Col'^ies' 
efficiency ^ ^j.a nurura] exper ...lo"^ i: v/h i ci^ i^erm i t' evaluation vi^s a / " the 
'inivers^ty. iiqh sc^oui g^-aduate linible to attc 'd rh':^ '"iiiversitv of 
CoMfornia -^'e also e"'iqih'': to a'.';c''' ' nhe :^' : UnivrM^si^y ann Col'eges: They 
repre^en-^, 'ii^ei^e^Of "he :'irectly -^o^- -M!-';': x-'-no^^ of ^'f,' one CSiJC''- 
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student market; During the ten years between 1966 and i97-, the mar" .al p^^r 
student subsidy from the state was rouaiilv equal or sliohr" ^^avore^ ' ]'J'[ (CSUC 
1975, p. 7 and Thompson, Carter.,. .Fi ske and Pillsbu'\v 19/6,, afJ tu ion at UG 
increased at least as fasL as CSUC tuition. .The que'.tion is fairly ;'UC; did fSUC 
manare. to maintain its relative market share? Accordinq to the be^^ ■ ev ; -lenc'- 
avai ^3b'le, it did not. 

In 1 977,^9:6. o__the high school Graduates elinib''- :o ; _u .ith- 
or 6SUC chcosinq to attend one of the four-vear. .blic "ected 

in ^ 975, the proportion was only 33.3' (CC:- 196/, p. p. i-lO. n. ' 
Fiil 1 er 1 975 ) . 



a fi d 



.Obviously, if it is true that CSUC w."^ . re^ ne^- c i en ; and chis 

'lunclusion should not be taken as proven; there 'je ry er exi^: a na t i ons 

t^;3n the rigidity and inflexibility of the budge janij:ii and st-jte-level 
cO'~!tro^s. ,i'hen an o^^uan i za t i on ' s oerformance is ^uo-par, typi- ^'v look 
to its manaTenient for the exDlanation. However, thi "expla_nation ul'd ^-'v 
*:ne creC'jlity of even the most casual observer of.tne California p. ^tsec dar_. 
^ijca"i-n scene. The ccntf^^l .admi n ' ■ trati 'e :~taff c:^ ''n^ State IJniversi and 
__ vjes are qenerally recognized to be amenn zhe best in the United ScaT-^r*"-: 

ES'JC's perfor;:;ance was sub-par: it was no. oecau the administrators cannot 
manaqe, ?.ut because the budqet mechanism did not oei /i them to. 

Why is i ■" that administrative budget co'ilrols are such a common ^-oatu're, 
nearly universally a::^L:!ied zo most state agencies . wlien they, nave so manv 
drawbacks':' The answer is that is most cases they are justi'^ied and r-c^.-ssary . 
The re iu ^ ionshi r between most aaencies and bureaus and the state ad;!ii ni " ^.i^at ion 
especially the L^r^^^^^tment of Finance, is ^r^-- of mnnopolicr and mcnopscf: 'i st . 
tf the State did no^: ex"":ise riquJ contiui, the monopoly nower of the "-cenc;/ 
could easiV< resul^ ; me generation of large ^actor^ 'and producer surplu"-s 
^^o^y the aue^"'':v, a^ . rhe complete loss of the nublic consumier's surnlus. •-. 
ce^^ta'n amount of ^peratinnal i nef f icienc / is .Tstified in ornr^r to avoid this 
outco-'e ^nd the loss of ail iiet.benef "i t f »^cm the oroarair l/hert the 
■: ; a t ^ C' ' ^ t n c i t s t e t e e n e 3 1 a t e ;i d s or' e c r 'm o ' ' c s s t s c c o n s a v . e c . ^ , <. 1 1 1 *' 
thf^ . Ve ten i na ry/ Mecic^M Py^oar:: at UC Travis, a ;rir.nolv: and the State'^, 
-r,p r^-^ rm-'il a y-m n i s tra t i ve and budqr- C')!m;rnls i,-^^: f^nliv iustmf^ed: 



ror xst vj^'rf, however, pos^seconda ■/ ed mon it t;: -i ' \> comcetiti'/e 
ii e £ i ■ . ■", s t Li dents c a n e n q a 0 e in p r i '': v: r 0 \ : c t ~ e a r r , . t n ^^ p g ; 1 f : ^ ■ 1 1 y , 

•^cr-r^'-ls .ot unnec" ; sa rv : but where ■ exist they *'':nd >^r^tiice the 

^-■ty of tne qe*^:iti^ ~ ^' t^e whole '^vs':-' ('or a^'m- 1 e , '^f for r s made to 

tl t':e size 0"" the t' "■wdqet of a senf'^O' ' dyn;/i'".s ^ 'le ooportun i ';\' "0 

e in I te^^na ti ve o>":t. pnoc'^: -es . ~uc^ n^r^-round opera' ion r.*^ 

;:• oroq'^a''^s T'Oai, .te nr^, _yp n*^ ' ' nfron ^nd up niivi' rhr- 

■'■tr^-a^ed ^^^cets somew':-r'- : :j r, ; r - ^ :y ;j ] ■ nyn-,,-,.^ 
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A Si- 



'if led Approach to State Funding of rlicjfv"'^ Educa . n 



Professo-' 
trative ma^"^ 
regional ( 
approach' 
some kin 
central i 
former g 
relati vel^_ 
c-ppro-"ch to uuuyi: 
is is feasible anG 
presently the case 

First , howe\' 
mat: ' pub! i c servi 



^khi:ad and Mine. (1971) . have observed that: "A" an -idmini 
':enter cannot be expected to respond to any bi. rrioSL 
Gargantua by definition is insensitive." Mc ■r.^^cicl 
avel p' :nni ng and budget^ nq recogni ze thi s fa,, vi Propose 
' formula as a solution. The cri ;cal dis'inc • between 
irralizing approaches to.fdrmUlc budgeting is the 
attention to the costs of activities and the U r permits 
-;te/ition to goals and objectives; I vvould propo: a formula 
ng hi cher education in Californi^^ but I v/ould arc ':nat 
desirable to give far greater weight to outputs th..'i is 



rOSS of 



one should reconr.ize that a public 
which dc not vary with ' j Tplliin' 



difficult to identify many of these service?., ijt alon. 
they provide, I wcjld argue th::i: the ab^ iuce of h^r 
kind, amount, and incidefKe of these benefits) it makes 
each publi-: in' i'" "ion a budget case roughly equal to the curre 
State support J increase that bas^ och year to rei'leci: chaiiqes in prices 
and wages. This is ; coirmibn budgeting practice and it seerii:' apf.. ^^pria to 
app\y it to higher educc^tion. 



institution providei 
nt Since it is 
';iire the bo^-'^f 1 1' 

■;nse to ■j'ricj-^^nloe 
level of 



Beyond base. I woub sugqesi: tliat fo each additional s.jdent en; 'lied 
he institu^ ' sl^ : i' earn f )m "'le State a ixed stipend or perrunit subsidy. 
v^r> •iously , ^:ne nsi.tution s enrollment dr'" )ped, the bar.e should be reduced 

jordinqly. , L..;thermore, I would suggest th< all institutions shoijld earn 
th .^ .[jie per-unit subsidy, (or be naiJ i ^ same oriceV If i c were deemed 
disirable to increase partici patiori in hiqher educa' . on on the part of r ^ine 



group ill thd 
or course of 
woLiV< stress 



popu I 

1 



:)^ea3P or reduc. .^oHment in some pro' 
the subsidy should be adjusted accordir.qiy .How»- 'jr 
11 institutions should be paid at the same rate. 



Such a fundin* mechanism could easily be extended to include the Statr^'s 
indiependent colleg and universities. There is not reason not to do so. 
The cost to the. Stare of add-^^ng a student would je the s.^me regardless of where 
the student decided to. enroll. The student woulc" be free ':o choose the insti- 
tution and n.\. nr::m nr i: f u 11 v meetinc his dr her unique ses of n.- 
1 nterests . 



p.^^ gri^m nc c fully meeting, his .or her uniqiie ses of 
This does not mean tha: the distinction between pr 



■e 



institutions would be erased, Under 
;ould receive no such guarantee, publ 
support base, but in retur^ytne State 
a uniform tuition pol icy and the pu'"^! 
admit all those who applied. This > 
applied to i Hi vidua! programs and 
whole, i am inclined to agree wit 



ences and 

ist ' "uticris 
;>v.r,ieed thei " 



he oiitline here, priva-' 

institutions would I 
,ou1d retain the authori 
1 , ": institut'ion would be obliqareL. co 

lat'on should, whereever possible, ho 
ourses as w^'ll to the institution as a 
Criristopher Jenc: M^i7") Lhat: 
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A public school is c e that is bpeh to any_student who waiits to 
attend. All other schools, regardless ef fbrinal co-crdl or 
financi.ig. are to some de5ree 'private'; 

The eeenomic distinction between public and private institut-ions under 
such a financing rriechani sm as the one proposed .he';e would be that in the 
public :ectcr supply would be equated with student demand. by varying _ the _ 
services provided per-student with the nominal price to the student fixed _ 
and in. the private sector the educational service would be fixed and j^'jpply 
would be equated with demand by me?ns of conventional price mechanisms: 

Unfortunately, ic.is not possible to permit. free access to all courses 
arid programs: External constraints often. make it necessary to ration enrol 1 - 
ment places, ^or ....ample, State Redieal Board requirements spe: '/ that each 
time a stud^^nt is enrolled in a medical school a large fixed. exp diture will 
be incurred. S^nce this amount is very high, as long as medical students 
are char^i. '-i ' -^e same, norr.i nal . price 9'^^ other students, student / -and wil 1 
eontinu^j to ..ir.run the. institufidn 's or . the. State ' s capacity o - jesire to 
respond: li nc.^s that unless jicerrsir,g boards. can be per!^-. to charige 
their rule :''!3Cts in medical schools must be rationed. .On:;- ould apply 
Jencks' def . iitioh of a public institution and deduce that th^' appropriate 
response to thf- oroblem or rationing medical school spaces w :i_be to charge 
medicc school :^r:nts the market clearing price. That i s r::.c T ^ Rely to (-^ppen 
in . the. near f . ; Therefore, some other approach to rat''. ng spaces in 

medical schocU iv.st. be . found and standard budget control .-vices applied to 
determine mGd~^--i school budgets. The. same conclusion will no'c w!iereever 
Gxtens^ve uiar "'ure ts 1 -'^^y to be present. 

Why do I pr :- . ' ; --^n? The ansv;er is simple. .1 :i^ve . assumed 
that the prope*^ ;/,^*^^ :-e o1' .^ato financing policy is to ins.ro tha'.. :he 
optimal use of al tiib state'? postsecondary education re-.ources is obtained. 
This means that the state should intervene "in the higher education market so 
as to insure that. each institution operates where the total benefits produced 
by enrolling the last . student . (marginal benefits) . are equal to the costs ^^f 
ehrclling him or 'icr (marginal cbstsl. Further, this rule is concerner^ ith 
societal cnsts, defined : .iL sum of public and private costs, rather ifidri 
external benefits or public costs alone. Tr.^.plan prolposed here guarantees 
t»^,is objective H be net. The p..nt is ohvious as far as public. insti:ution5. 
are conce n'd. Ps long as ar":1ficicl constraint! do net exclude them, students 
wi ! continue; to enroll in ^nstitutiots and programs unt'l the last student 
entering ^^e insti tutior- or. program is practically indifferent as to whether 

^r she? enrolls or not.. That is. to say, the net private benefi " of enr. .ling 
Is le'" to uie margina.l student.. Therefore, marginal private cos. will equal 
Ma-qii)ai prive^tr^ benefit. Second, assuniing the. state estahlishv^s a per-student 
';ri-"e or subsidy which is consistent with maximizing net pu.,. ji c benef i t. the 
sr.jne co.iclusion holds marginal public benefit equals marginal public cost. 
SufUfning oene^its and costs, It Is obvious that n-arginal so^ia'[J:enen t will 
f.'oua] inarr-"-al s'-cial cost across public institution^ and programs: 
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The same cbnclus nolds for private institutions as well; hut chc 
mechanism is somewhat different: If the cost of accomniodati ng an additional 
student in a private institution happered to be higher than the per-student 
subsidy, someone would have to make up the difference, In most cases, that 
someone would be the student or his family, However, as lonq as the student 
is free to .choose he br_she will "not choose ^o. pay a hiqher.price to attend 
a private institution unless he or she thinks the benefits of attending that 
institution outweigh the additional cost^ On the other hand, as long as the 
institution is free to choose, it will not admit the additional student unless 
it is thereby made better off or at least no worse off. Thus, the student 
chooses to attend a private institution and is accepted, c ■ i7ir.q 
c -i teridn ■» s met . 

In outlining this plan one further point must de. A requirement for 

efficient operation unde^'- such a :neehanism is that the institution must bv-^ar 
the cost of all the inputs employed in providi nq_educai:ional services. 
Oth-^rwise there is no incentive to economize, this means that the revenue 
an institution earns should bear the burden of support for ^11 the resources 
used tb_earn_it. This .includes bui Idinqs and equipment as well as faculty 
and sta^f._ There is simply no. justification '^or .a. . separate funding r.'chani sp- 
for capital outlay. However ^ if we stopped providi nq funds co buil:i buildint^s, 
leaving construction to be paid for out of curra^"^ revenue, ^. wr'. :\ be 
necessary to make a-^r^rigements for public institutions tc bo ,ow oney ^o add 
to t' I'r physical jpacity. This is not a rf\aj r problem. In Ca 1 iforn;.:; such 
a ianlsiri al'-^eady exists to provide long-terrn. low-interest loans to [private 
: rist"i tut : r;s ^or capit"! outlay pur^poses. 

Several uncoi.>incing objections . to such a pian can be raised. To those 
who might arg"e that such a plan would unduly. favor new institutions or cheap, 
low qualitv' institutions, it sh0'::)ld be emphasized that ' ■. ^ v-'e should not be 
particularly concerned about benefits to institutions: ■ our concern is 
with benefits to students and socie:/ 1 arqe ;_ i nst i tul" i o :^ are onlya piO'ins 
of satis 'ying tliese concerns; (b) cl Cf-r i nsti tutions have tl.:^ advanLages of an 
existing plant, endowment, staff, and repjtation--these too significant 
advant3oeS; and (c) low-quality institutions v/ould not be -^avcred by sucii a 
program, nless oualitj is somehow i ndeperr'ent . of sr.ud^"i:' i-enerits and costs, 
in which case I would a.^k what is meant by quality. If the answer is given in 
terms of student performance » I agree. Beyond the t aqreeinent I am riut 
how to respond; This is a problem under any studerit-driver* finanr o ir 
i has nc easy solution^_ Perhaps, some expectatio'': of stcndardizL t;:.. 
performance could be est^'^lished wPrich wo^;!'*^ have be met heTore rhc 
institution would be eli^io'e to earn enrollment rt- ;^nue '"f .'i t\\e std\c. 

F^inally, the objection might be raised that M^'/'i a program would be 
1 nequ i taD^ e in that it v/oul d . trans fer funds from uhe average taxpayer to the 
"well-to-do' student: This is a valid observation. Row'^ver, :,uch -i proqrapi 
would in no way increase the inequities of the presen'^pa ttern of state sub- 
sidy for hign-rr education, and, in fact, miqht reduce theiii somewhat, as tl>.' 
pattern of income distri' ition in 'California's independent college'^ and 
universities better reflects that of the population of C^liforfiia as a '.v'loio, 
than does the in:.ome distribution at either of the two punlic segments 
(Fuller 197:,). 



What Kind of Information Would Be Needed Under This Plan 



A decentralized, market-oriented funding o1an si • as the one ootlinoc; 
here is simple enough jh concept, Under such_ pldn, the prices paid by the 
si-.;!te for institutionally generated outcomes [per-student subsidies) provide 
the key information needed for rational choice bh the. part of tl^e ■ ^s ti tutional 
administrator. They also provide a framework in which educationt.; account- 
ability can made unambiguous. Furthermore, in dsterniining the additional 
information required for making the system work to the limit" of ,.jmah and 
organizational capacity, there is an extensive body of theory in the V; v^ure 
on industrial organization and the LheOry of the firm to guide us; 

Decentral izationdoes not mean that state^level authorities would qet 
-lut of the business of collecting -information or monitoring i nsii tuti ons i 
performance. At the ve*^y least, administrative controls woul j ^e necessary 
in certain areas: enrollment accounting, curriculum controls, etc. It vwuld 
be neither cheap nor easy to verify that the publ i c was cii.: tti ng wna t it was 
paying for; Furthermore, i n_ addi tion to knowinc now many students w.e 
enrolled, we should want to know something abou-. the characten st i cs a r th: ... 
■■'ho have'enrol l^^d--their ages, field of study, i-iniriv incoi^e, where ;:hey 

rome vrcii, etc. Fnrollnient information is necessary, if vve '^re to make 

eacone^ choices aboi)t ^:ncr^.:'.sing or reducing subsidies for enrollinq sti'dents 
from specific ci^oup; Or in specific fields. 

i would also vrgue that the st-La has sn obligation to seek to imporve the 
effpctivenpss of che market throunh the collection and disti-ibutinn of certain 
kinds of information--information ^o student consuniers to promote the 
effect^-v^-ness of student demand and information to . i nsti tuti ons to incrpase 
the efficiency with whi .hey respo. J o student demand. It ought to make an 
effort to provide studenrs with information about the performance of dear e cr 
certificate w'nners from soecific programs, t ime-te -degree attrition and so 
forth This i n '^orniation : ^, essential to students and potential students i^ 
they are to make rational choices about enrollinq in specif e programs and 
s'nFrific institutions. This information m.ay also be emp oyed by institutions 
a', <T source of information about. their competition. Siicn i nformati on we : I d 
be extremely helpful for making deci sions .about adding faculty or facilities. 
course locations, and adding or dropping degree or certificate programs. ..Ev^^^.. 
if the usefulness of such formaMon cannot be. questioned, the logic of making 
its collection and d^" stri bi tion a state responsi bi 1 1 ty mi ght _be . However, I 
would observe that the state has assumed the responsibility for protecting 
consumers agai nst .misinformation and mi srepresentaticn : It makes se.-.se to me 
[hat this responsibility should be extended to.enccmpassh'gher education. 
Moreover, U. appears that it would be cheaper to have this infot nation cen^. rally 
collected and distributed: 

1 ^ould go on, b^^t the'> e is no point in domq so. This list. of information 
needs is intended to ..j illustrative rath: ■ than comnrehens i ve . The pomtjs 
that .'hat wr need is very different fron what we have asked for in the past. 
The pr-h'^m is to make this point understocci and to act upon it: Info-rmation 
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systems can be designed and implemented in such. a way as to imprbye the 
consequences of public undertakings--b:ut only if we know what kind of 
decisions are. to be facilitated or Influenced by the provision of informatioh 
and who 1s going to make them. 
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Appendix* 



'^.Jeed; when budget analysts try to practice price search, their 
re o ^noaticns are often down right silly, or at least they would be if 
t\ : ^n; not frequently adopted, A case in point is. the California 

:.. H>e Analyst's consistent misunderstanding of the relationship between 
^'[■. .c"^le v.; -'nsti tutidnal operations, enrol Iment, and cost; Since the scale 
of n:.ji;tiJtion,:il_operations is generally assumed to be related to cost, 
c -s^'de^^able '^lytieal attention nas been given to the identification of the 
e[)t '".d seal e institutional operations. The approacli usually taken can 
be i^-ji-en down to the following steps: 

; -^denti f icdtion and measurement of the "output" 
cf each program of expenditure; 

(2: determination of the cost •!)atterns associated 
witn tKe generation of each output; and 

(3) "SD^ r ic^^tion of the optimal scale of 
jp'^rz riuns . 

Output ^T^^a~urement -'s a cri tical _prdbl em . By far.Lhe most . common 
measure of ih^ « r.structj ona 1 output of a college or university is the 
number of students enrolled per relevant time period; It is simple and 
easy to obtain, but in curmon with many simple, easily obtainable measures, 
this measure is often unsatisfactory: 

The estimation of the relationship between the number of students and_ 
cost is usually accomplished by means of _ simpl e dr_ mUltiplercgressidh analysis, 
depending on the number of variables included in the ahlaysis. This identifies 
the pdrtidri and magnitude of variation in cost which is explained by . variations 
in enrollment and other variables included in the analysis and a residual 
portion which is unexplained. 

Typically, the sneci f ication employed looks like: 



C = a BiS •;■ 62^^ 



(1.1) 



where 



S = 



e = 




*See ThompsDn and Zuftieta 1980. 
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When linear regression anajy^-is is. employed to estimate this relationship, 
one of two general functions will be estimated. They are seen in (a). 



TGn corresponds to the coni^entional expectation of a '^u'-shaped average cost 
curve and increasing marginal cost in the relevant range: if thi s represented 
the troe relationship between. cost and enrollment levels, then would be 
the optimal size for an institution (minimumaverage cost) and expansion 
should Be concentrated in the smallest institution. TCg implies that there 
is no optimum size institution and that neither average or .marginal costs 
ever rise no matter how large institutions grow: If this.functidn.represr.nts 
the true relationship between cost and enrol Iment , then al 1 expansion .shoul d 
be concentrated in the largest institution. Most studies which have dealt 
solely with institutional expenditures and enrollment , howev r , have found 
a somewhat simpler cost function to fit the data better than a quadratic 
function; that is: 





(a) 



C = a " BiS 



(1.2) 
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This corresponds to the funetlen plotted in (b) 
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(b) 



Again, this tells us that there is no optimal sized institution, but 
it does hbt.tell us we should favor larger over smaller "Institutions in our 
expansion plans. Once a given number of institutions exist, the smallest 
is no more or less expensi/e than the largest in terms of the additional 
students it might aeeormr.-fa te . 

Hov/ever, that is lot the Legislative Analyst's interpretation Looking 
only at average cost he concluded that this pattern "is a graphic illustration of 
the desirability of increasing the size of the small campuses for more effective 
use of the teaching sal ary dol 1 ar expendi tures (Off ice of the Legi slati ve ."nalyst 
]96U)." Even if this specification properly stated the relationship between 
institutional scc le and cost"-ahd . I do hot think it ddes--the Legislative 
Analyst grossly sconstrued its implications. 

In point of. fact, this approach to cost.arialysis is flawed owing to its failure 
to deal with similtaneous equations bias (Zellner, Kmeta, and Dreze 1955). I 
would argue that this flaw is serious--so serious, in fact, that th? typical cost 
anajysi s produces a view of institutional cost and production behavior which 
is almost the opposite of the truth. The kind of regression analysis we have 
described so far, ordinarily least squares (OLS) , is appropriate only where 
all but one. variable j the dependent variable, is pre-determined . This condition 
is not met for cost functions. in a system. where inputs and outputs are simultaneously 
determined. This problem is illustrated in (c). 
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(c) 



In this illustration, TG. ^ 3 4 »^epresent the true cDst curves of 
institutions 1 through 4, and TR'tPSS revenue schedule they all_face. If 
each minimizes cost each would operate at the intersection of TC and TR. 
If hot, each would operate below and to the left of the intersection. In 
either case,_OLS cross-sectional analysi s of the cost functions would 
produce tt^e linear total-cost function identified above, despite the fact 
that this function bears no relationship to the true relationship between 
cost and size. 

It is difficult to see how anyone could accept.the standard view of the 
relationship between cost and institutional size. It is. simply hot realistic 
to believe that the most efficient way to provide educational services is to 
locate one huge institution in the center of a state, for instance, ih.FreShd, 
ealifornia, perhaps. Common sense tells us that although such an institution 
might achieve. impressive "ecohdmies of scale," a far smaller number of students 
would be enrolled than is presently the case._ The problem with this approach 
IS that it ignores costs as well as behef i ts to studehts . This is a major 
error in a system which is responsive to student choices ahd preferences. 

It is my considered opinion that reality is_very much like the situation 
shown ih (c). That is: a college's enrollment level, total revenues or 
budget, ahd programmatic offerings will be simultaneously determined by the 
demand for its services, its revenue schedule, and by its cost schedule. 
Furthermore, at any point ih time the college's cost schedule is fixed by 
the perferenee of actual or potential studehts. Therefore, given that the 
college's level of operations is determined by supply arid demand and that 
the supply schedule isfixed, demand for the col 1 ege ' s . services , its revenue 
schedule, may be said to determine its level of operations. 
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. It is fairly eonirnon knowledge that institutional revenue schedules dd^ 
in fact, look like the one shown in (c), What do institution's cost schedules 
look like? 1 would argue that it 15 reasonable to assume. that other things 
being equal, an institution increases enrdllrnent by providing services which 
increase the benefit_dr reduce the ^.ost to the student of enrolling in a 
program of course. That. is: an institution may increase enrollments by 
offering more course titles, or degree or certificate programs which interest 
students, better training, more stimulating Instruction in the classroom and 
class laboratory, smaller class size, more locations . and times at which courses 
and degree programs are offered , better. cdUnsell ing to assist. the student in 
matching his lalents and interests to the institution'- offerings, etc. 

. These things cost rf.oney and, beyond some point, I would conclude that a 
college or. university could increase enrol lr.ent only at an increased cost per 
student. Furthermore, many kinds of instiiutions face substantial fixed cdsts. 
Therefore, where enrollments are the output we are concerned with and the 
relevant cost faced by the institution is the. cost. df enrolling additicnal 
students, we can posit cost curves which exhibit _the properties usually assumed 
by economists: total cdst is a. cubic ^jnctlon.of enrollment; average total cost, 
average variable cdst , and marginal c: st are all second degree curves which 
first decline and then increase as output is increased. 

If this view is correct, we may conclude from the fact that all institutions 
facing the same revenue do not operate at the same enrollment level, that most 
institutions face increasing marginal costs (or chddse ndt to maxiniize revenue). 
Furthermore, there i s an optimal . output level for each institution; but, this 
point will vary greatly. frdm institution to institution depending upon the size 
of . the potential student population, the location of the institution, the other 
activities performed by the institution, etc: 

. However, prior to this step there is the assumption that the problem of 
Gptimum input and output ccmbinations has been solved. Some explanation ..of 
what we mean by this would seem in order. A supply curve of sdme kind df_ 
enrollments has been proposed. In breaking the institution's supply problem 
down to constituent enrollment generating processes, a whole set of such supply 
curves can be assumed. But for the sake of simpl.ici ty , assume an institution 
which supplies undergraduate enrdllmehts and graduate enrollments. The 
undergraduate revenue-enrollment function is: 



< N 



e 



(1.3) 



The graduate revehue-enrdnment function is: 




(1.4) 
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The undergraduate minimum total cost function is; 

fc^ ^ C^N, 4- d-nl , 0 < N- (1 ,51 

e c e e e — - g ^ • 

and the graduate minimum total cost functidh is: 

g g g d g ' - g U .6) 

Further, this institution faces a budget constraint represented by: 

+ > Tc^ + Tc- n .7) 

e g — e g ' ' 

The output problem of this institution is to find the enrollment level in 
the two fields which miximizes revenue^ + R^^ subject to. the budget, con- 
straiht. This prdblerri is best solved by the Lagrahgian multiplier method, 
which . transl ates. a constrained maximization problem into an jnconstra ined 
maximization problem by formulating the fonetibn: 

Z ^ a^N- + a^N^- - ^[aj-- + a^N^ - (c^N- + d^N^ 
ee gg *-ee gg ee ee 

+ e. N + d -N^)] (1 :8) 

9 9 9 9 

The derivates jf thii:: fcDCtion v/ith respect to and N.. are evaluated, and 
the quality of th<=^ two derivates is solved by the eombiRation of and 
N^: This yields the following budget-maximizing combination of N- aiid N^: 

a^e - a c a^d 

e 2a cT a d q ' 

q e g e ^ 

and for the special case in which a- = a - 

eg 

. c^ - c. d . .. . _ . . 

e 2d^ g 

At this combination of N - and N , the ratio of the marginal increase in 
revenue over the marginal increase iH total costs for a small increase in 

is equal to the marginal _ increase in_ revenue over the. marginal increase, 
in total costs for a Small increase in N-. This coricl usibn. can be generalized 
to the. supply of _ enrol 1 ments_ in any numbir.of levels or fields. For a college 
supplying N enrollment in n levels and fields, the necessary condition for 
the revenue-maximizing combination of enrol Tments is therefore: 

» I _ 2 — 2- = . . . = n n (1.11) 



1 j^^ir 



Returning to the two level institutions we should stress that the 
revenue-maxiniizing combination of N. and N- is likely to different and. 
If .different s .ijdre efficient than if each enrol lirient generating . process were 
indepehdeht and supplying ehrollmehts to. the state. Perhaps. this point can 
best be illustrated by a numerical example showing a constrained maximisation 
problem: 

In figure (d). Supply^ represents the undergraduate enrol Iment supply 
curve; Supply- ^. the graduate enrol Iment supply curve; and a per-student 
grant. . Here,^the undergraduate and graduate.enrql Jment pneratinq process 
are independent and produce enrollments of 25 and 100 respectively, at an 
average total cost of SI ,969. Df.coarse, average cost and average revenue 
are equal . 

However, were they part of the same institution, a per-student grant 
of $1,000 would eventuate in enrol Iments of 97 and 53. Average total cost 
would still equal $1 ,000; but the average cost per graduate enrol Irrent. would 
be_$l,320, while average cost per undergraduate enrollment would be.only 
$8?5. Alternatively, if our objective were a combined enrollment of 125 
as cbove, the institution producing both kinds of enrollments could achieve 
that goal at a per-student grant of approximately S640, with average total 
cost per graduate enrollment of $95? dnd undergraduate, $445. These computa- 
tions are illustrated in Figures (e) and (f). 

In the first of these, TCs _ through . TCy , represent . tdial cost combi hatidns 
df.per-student awards and enrollment which can be obtained at $20,000 inter- 
vals from $20,900 to $14,000. At each TG a det-^rmina^e number of enrollments 
of each type would be supplied, by summing eqii-1 combinations TG , we ^^n 
produce the production possibilities frontier ; hown in Figure (f), at o 
combined total cost of $160,000. The point O:; this curve tangeiu to a line 
representing combinations of . per-student grants which sum to equal amounts 
(the j.. ice line) represents the optimal enrollment conibination for the 
revenue-maximizing institution, Inthis case, there would be an infinite 
hurnber of possible, paral lei price lines and a number of i-Jn-intersecting. 
production possibilities frontiers, one at each. combined total cost level. 
The solution at each per-student subsidy level is the point of tangency 
between the two lines. 

If this view is correct, the consequences of changing the price paid for 
enrolling students or of changes in relative prices both ^'n terms of 
the level of enrol Iments and average cost in various programs should be 
obvious. However, budgeteers with their attention focused souarely on 
average costs are unlikely to appreciate these consequences. Here an example 
is in order. 

Prior to the publ ication of the Califo rnia and W estern Conference Cost 
and Statistical St udy , usual ly referred to as the "CaTTfornia FTg-Ten StlTdy , " 
the State all ocateHresources to the University of California on the basis. of 
an unweighted student-faculty ratio; salary and support dollars were linked 
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in justifying State edoedtion and gehev^al support fdr the University. The 
"California Big-Ten Study" fourid that the actual pattern of costs inconsistent 
with the resource allocation pattern _ In fact, major research ihstitutidnr. 
appeared dh the average to spend about three and a Half times as much 
providing educatidnal services to advanced graduate students as to lower 
division students--f reshmen and sdphdmores. Therefore, it was recommended 
(Office of the Legislative Analyst 1960) that State rpsource allnratinn tn the 
University of Cal iforrria be weighted to refl ect ''theactual distribution of 
students and the actual pattern of costs related to their education." 

Consequently, .throughout much of the 1 960 ' s , state fundi ng of th^ 
University of Califdrnia was determined by the followinn formula: 

1 .0 LD + 1 .5 UD + 2.5 OG + 3.5 AD 

FTE Faculty ■ ^ (1-12) 

28 

where 

td = number of FTE lower division students 

UD number of FTE upper division students 

OG = number of FTE master *s and Ist year Ph.D; students 

AD = number df FTE 2nd year plus Ph.D. students 

As David Breneman has noted: 

The weights were designed to account for the grea'-er input of facul ty 
time required by doctoral students as conipared wi th lower division 
students. However, the. weights also establ i shed exchange ratios or 
internal prices for different level . students ; while it took 28 lower 
division students to "earn" a faculty position, only 8 advanced 
doctoral students were thus "worth" 3.5 times. as much as lower division. 
The drive on the part of the University of Culifbrhia campuses to^ 
expand graduate enrollment must be attributable, in part, to a rational 
response to these internal value signals (Breneman 1971). 

Braneman*s point is, s-^nce the university was more or less free to employ 
state ^ands as.it.saw fit once, those . funds were assigned tothe university, the 
weights were simply prices. They told the university that the state was 
willing to pay three and one-hal f. times as much for enrol 1 i ng a doctoral 
candidate as for enrolling a freshman. Re further . suggests that th^s change 
in price and. ^Jierefore, the change in the university's revenue schedule .. 
influenced (permitted?) the university to enrol"! more graduate students. If. 
Breneman is right, and everything I have said is consistent with his argument. 
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we would expect to find, usin^^ cost acrounting D^inc^'ples to 

those, used in the "California Big-ff^n i>tudy," not onl^ a change in university 
outputs, but a change, in the pattern of per-student . '•cpstV as well.. We would 
expect. to find that if the.'^cdst'^ ratio.was 3. 5. to 1 when the state was paying 
the university the sanie price for enrolling graduate students as for 
enrolling freshmen and sophomores , the '*cost" ratio would be higher after 
thestate started paying a higher price for graduate students and a lower 
price for lower di vi sion students. That i s_ pveci sely_ what we do find. A 
series of "cost'VstUdi; es conducted during the late 1960_'s at the University 
of California ahd_dUrihg the early igyO's at the state level.found that an 
average cost per FTE student varied from the lowest student level to the 
hidhest by factors tu between 6 and 12 (Bell 1972; CCHE 1974; and Thompson 1973). 

The point is that the average cost of enrolling a given number of students 
is not fixed or certain under every circumstance. Where institutions have 
the flexibility to manage resources and where they are cdhcerhed about 
revenue, average costs will be determined hot only be. what it costs to 
perform certain activities, but by the price the institutions are paid and 
student preferences or "^^Vmand: The institutions can be expected, and I think 
ought, to respond to t incentives implicit in the revenue schedule. 

The important quastion i^ whether or not the prices established by the 

state funding mecnanism are consistent with public preferences and needs. 
If the outcomes are consistent with those preferences and heeds there. is ho 
problem, even if the state pay the University the.same. price for enrolling 
all kinds of students.. Tiiat is, each time the university adds a student it 
gets. the same amount of money regardless of the kind or level of the student 
--and if it is believed that the public berefUs of enrolling all kinds 
students are equal, the pattern of average c:o:';ts within the . uni versi ty c.js_ 
not matter; the cost to the state i: the sane regard! ess . If the institutions 
are enrolling ;oo many or too few of some kinds of students, if it is believed 
that the public benefits of enrolling one kind of student is greater or less 
than the others^ the proper policy Is easy to deduce--inerease or decrease 
the price paid for them. This is not an arbitrary mechanism. 

However, in this ease the effects of reducing the price paid to the 
university ftr enrol l^'ng undergraduates and increasing ine price paid for 
enrolling graduate sti dents do not seem to have been what the Legislative 
Analyst had in mind. The three pages preceedinq the recommendation that 
funding oe weighted by level of student were devoted . to criticizing the 
university's emphasis on research and graduate education 
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Indexing Tuition to Cost of Education: 
Implications fd^ State Policy 



For a variety of reasons, state policies used to set toitibh* levels at public 
nghr;r education institutions are changing. The traditional "increniL ital pricing" 
method of determining tuition and feesis being reconsidered in favor of specific_ 
pricing forniulas , especial ly an index to the cost of education. Tne attraction of 
this approach arises from a number of causes including the upward pressure on tui- 
tion created by changing demographic and fiscal conditions; 



Impact of Declining Enrollments and Fiscal Constraints on Tuition 

The demographic outlook for higher education is_ i rrefutable . The size of the 
tr= ional college-age cohort is growing smaller. Nationally, the.number of. high 
schu. . graduates is expected td.decline by_18 percent.by 1986_and 25 percent by 1991 
(Western _ Interstate Cdmmissidh. for Higher Educatidn . 1 979) . Although a number of 
factors influence college enrollments, most projections forecast declining enroll- 
ments for higher education. The relationship of enrollnient to tuition income is 
a positive one, and it is apparent that in order to maintain current levels of 
tuition income in a period of declining enrol Iments , student charges will have to 
increase. Further, at the same time enrol Iments decl ine, institutional cdsts will 
not. Costs for higher education institutions will rise not dnly due td ihflatidn^ 
increased maintenance^ or higher energy prices, but alsd frdm the disecdndmy of 
scale--a decreasing student pdpUlatidn with ^'^irig fixed costs will result in 
increasing costs per student. Consequently, declining enrollments and increasing 
cdsts threaten a one-two punch on student charges--fewer students paying heftier 
fees. 

Changing fiscal conditions within the states and the U.S. as a whole will also 
tend to increase tuition levels. The vul nerabil i ty of tuition to pressures of the 
economy is illustrated by three factors. First, publ ic higher educatidn is highly 
dependent upon state apprdpriations . In fiscal year 1977* tuitidhand fees accdUnted 
for only 16 percent df the educatidhal and general revenues df public colleges and 



*Fdr.the purpose of this Paper tuition will be considered to be the basic compre- 
hensive student charge used, along with state appropriations and other unrestricted 
institutional receipts, to fund activities relating to student instruction. These 
activities could include instruction, academic support, administration, student 
service, and plant operation. These charges may or may not be known as tuition and, 
in some states, may be general fund revenues. Other desighatidhs.might include 
educatidhal fee* ihcid^htal fee* registratidh fee dr instriictidhal fee. Required 
fees .assessed for specific purposes (e.g., health, athletics, bond retirement) are 
hot ihcluded; 
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universities; 59 percent of these revenues carfie frorti state and local appropnatioris; 
Second, higher education appropriations are a rfjajbr cdmponent of total state appro- 
priations, second or\]y to elementary and secendairy education in most . states . Thus, 
cutbacks in state appropriations, even if distributed evehly.amdng all state recipi- 
ents, will Have a sizable impact on higher education; Finally, tuition is usually 
viewed as the balance between operating budget requirements and state or local . 
appropriations. As a result, when state or local government revenues are restricted, 
states will seek increased revenues from other sources, including tuition and fees 
for higher education; 

Although both changing demographics and fiscal constraints point toward higher 
tuition, the latter is more ominous. The fact that higher education must now face 
a shrinking college-age cohort has been long anticipated and wel 1 -documented . _ 
Dismal fiscal conditions, in contrast, are more recent and more unexpected. Further- 
more, it is the fiscal constraints that will be the more decisive in pushing up 
tuition. A research study by Rusk and Leslie (Rusk and Leslie 1978) describes 
this tendency. In a study of factors affecting tuition they found: 

Tuition prices and price increases tend clearly to be_ higher 
where the state effort is insufficient to the financial obligations 
of the institutions. Indeed, of the manipulable variables studied, 
adjusting state appropriations seems to be the major way to affect 
tuition levels. State policymakers should be aware of this fact 
not only for the value of achieving desired outcomes, but also for 
the knowledge that appropriations shortfalls will raise tuition 
prices just as surely as if the prices had been raissd by the 
legislators themselves (p. 544). 

This pattern Has become evident in the current recessionary period when tempo- 
rary revenue shortfalls in several states have resulted in mid-year tuition increases 
to recover lost revenues. 

In addition, recent surveys of American public opinion have revealed surprisingly 
strong sentiments to curtail public higher_ education budgets before other publ;ic ser- 
vices. (See table 1 , which _ shows the results of the survey by the Advisory Commission 
bh Ihtergoverhmental Relations.) 
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Table 


1 










Supposing the Budgets "of Yuur SUte and Local Governinents Haye to.. be Curtailed, 
Which One of These Parts of \he Budget Would You Limit ffest SiBverely? 






U:S: 


Northeast 


North-, 
Central 


South 


West. 


Public Safety (fire, police, criminal justice) 


2% 


\% 


Ch 


jX 


4^ 


Public Schools (kindergarten - 12th grade) 


3 


A 


2 


3 


2 


Tax-Supported Colleges and Universities 


23 


Z4 




19 


32 


. Aid to the Needy 


8 


3 


Q 


11 


6 


Streets and Highways 


1l 


15 


10 


7 


16 


Parks and Recreation 


40 


36 


44 


45 


31 


Don' t Know 

Total* 


12 




11 


12 


9 


99^ 


1 onx 


99% 


100% 


100% 


♦Percentages may not sum to 100% due to rounding. 












Source: Advisory Cdntnission on Intergovernmental 


Rela tions 











Opposed to these ferees, however, are others that work to keep tuition 
levels as low as possible^ Included among these are historical commitments to low 
student charges, the political sensitivity of_elected officals, and a recognition 
of the social benefits of higher education. In the absence of_ah expl^icit affirma- 
tion of these considerations, however, tuition setting is likely to be viewed purely 
as a fiscal matter-=and thus clearly vulnerable to the demographic and fiscal pres- 
sures just discussed. 



Barrent State Policies for Deterttiining Tuition 

In October 1980 the authors surveyed the state higher education executive 
Officers (SHEEO) in each state to ascertain the policy (if any) ^currently being 
used_to determine tuition levels. Table 2 presents a summary of the survey 
results. 



*The appendix includes more information about the survey, including a tabulation of 
state responses. 
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Table 2 

State Policies for Deterrnihihg tuition Levels 



No established policy: 30 states 



Established policy without specific formula: 3 states 



Established policy with specific formula: 

Indexed to: Highir education price index: 
Cost of instruct ion: 

Cost of education 

Chare:-- at comparable institutions: 



1 state - 

.1 3tate_(nonresident tuHjon only)* 

14 states (nonresident tuitidh only in 2 states)* 

1 state 



*In Montana nonresident tuition is set with reference to the cost of instruction. In Massachusetts 

New Hampsh-ire nonresid^ to the cost of education; There is no established 

policy for determining resident tuition in these states. 



Thirty of the States do not Have an establ i shed pol icy for determining tuitidh. 
In most of these states tuition is determined in an ad hoc manner that might best 
be described as incremental pricing. By incremental pricing, we mean that current 
tuition levels are adjusted upward in light of inflation, traditional practices, 
enrol Iment changes^ state apprdpriatiohs , and whatever other factors are deemed 
relevant by the decision' makers. 

Three of the states have established policies, but use no particular formula 
to determine tuition^ In these states, there is a written and formally apf^roved 
statement of the factors to be considered in determining tuition levels, but no 
specific formula is used. 

Seventeen states have established policies that index tuition to a specific 
measure. Kentucky indexes tuition to charges at comparable institutions in other 
states and Illinois Uses th^^ Higher Education Price Index as the indexing tool. 
In Montana hdhresldent tuition is referenced to cost of instruction. (Eost of 
instruction _is defined as instruction and academic support costs; it is distinguished 
from cost of education, which includes these costs plus institutional support, stu- 
dent services, plant and other "educational" costs.) 

The fourteen states that index tuition to the cost of education represent an 

increase since 1976, when the Washington State Council for Postsecohdary Education 
identified six states. that usedthis method (Council for Postsecohdary Educatibh 
January 1976). The six states idehtified ih that study were Colorado, Florida, 
Kahsas, New Hampshire (nonresident tuitioh only), Oregon, and Wisconsin. To these 
are now added the states of Arizona, Maine, New Jersey, Ohio, Oklahoma 
Washington. In addition, the state of Massachusetts determines nonresident tuition 
by indexing it to educational costs although the state has no established policy 
for setting resident student charges. 
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The survey alse asked the SHEEOs if. their state was considering a change in 
the current policy and if so what was. being considered as an alternative policy. 
These results are shown in table 3. Most states ere hot now considering a change 
in their tuition setting process: Of the 12 states that are considering acliange^ 
indexing tuition to educaticnal costs was listed by five states as the alternative 
policy under consideration. 



Table 3 

is your state considering a change in the policy or procedures used to deteriiiirie tuition: 

Yes: 12 states No: 38 states 



What is being considered as an alternative policy or procedure? 

Indexed to cost of education; 5 (Georgia, Massachusetts (resi- 

dent tuition), Minnesota, 
Mississippi , Missoari j 

Indexed to charges at comparable institutions: 1 (Montana) 

Many alternatives are being considered at this time: 6 (Colorado.Jdaho, Kentucky, 

Texas, West Virginia, Hawaii) 



Appeal of the Index to Cost of Education Method 

The survey results Outlined in the previous section indicated that, _^ 
increasingly, states are adopting indexing to cost of education as an established 
policy for aetermining tuition. Several explanations for this trend are possible. 

Most obvious is^t-h>fact that relating tuition to educational costs rational- 
izes tuition policy. In states that do not have established policies for deterimn- 
ing tuition there is little justification for why student charges are what they 
are- A state's adoption of an indexing policy and, even more importantly, the_ 
specification of the percentages to be used provides an explicit declaration of 
what portion of educational cOsts the student is expected to assume. 



Expressing tuition as a share of educational costs al so creates a ti; 
link between tuition and overall state support. The policy is likely to be 
legislatively determined, and the tuition received is likely to be considered 
state income rather than institutional income. The concepts involved in the use 
of a formula to determine tuition are consistent with those used formula^ 
budgeting to establish state appropriations in many states. Indeed, most states 
that index tuition to education costs also use formula budgeting. 
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Indexing insures that a fixed pbrtioh of cost increases will be covered from 
student sources: This appeals to a number of constituencies: Legislators may like 
the fact that a formula for setting tuition passes along a specified portion of 
annual cost increases to the student. The attraction for educators is that increases 
in tuition revenue are gradual and planned. rather than, sudden and in res, ^nse to 
short-term revenue shortfalls.. In. times of increasing fiscal .constraints on state 
government^ indexing also may be viewed as a method of "shielding" tuition from 
increases as state support slows. In inflationary times, indexing may appeal to 
students and parents as well; As Barol Van Alstyne (Van Alstypp 1977) has pointed 
out: 

Relating tuition to cost:: could in effect put a cei 1 ing on the 
share that students and their families are expected to. bear because, 
in inflationary times, tuition scares of costs Have often increased 
more than proportionately as other sources of support have lagged 
(p. 76). 



Considerations in Establishing Indexing Formulas 

. . Indexing tuition to the cost of education is a straightforward, technically 
objective process: The cost of education is determined according to set accounting 
practices, and the student is charged a set percentage of this cost. Developing 
the policy, however, requires making a number of subjective decisions. The follow- 
ing discussion examines some of the questions that must be addressed in order to 
initiate an indexing system. 



. What elements shbuld.be included in the compu tatio n of the cost of education 
or instruction? Cost of instruction computations usually incl ude on-campus instruc- 
tion, plus a percentage of academic support costs. Cost of education is a broader 
term that also includes all or major portions of student service expenditures, 
institutional support, and plant maintenance expenses. Expenditures for capital 
improvements, research, public service, off-campus instruction and auxiliary 
enterprises are usual ly excl uded from both definitions. Most states that use the 
indexing method relate tuition to the cost of. education with the justification 
that the additional costs do support instruction and, indeed, that the education 
being "purchased" includes these costs. 

. Should costs be determined at all institutions ? In other words, are cost 
studies necessary at all institutions? The answer to this question is probably 
not. Above all cost determinations should be parsimonious. Smaller colleges 
usually lack the technical resources and expertise necessary to carry out the 
studies. As a resul t, a fairly common practice is to require major universities 
to complete the cost studies and tuition at smal ler . institutions is then scaled 
to some percentage of the resul ting university tuition.. Some states may want to 
alvoid cost studies.altcigether and use.sdme measu, , such as authorized budget 
figures, which is less accurate but also much less expensive to calculate. 
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A related question is, ihouJd-_t^ 
level ? Because of . the difficulty of allocating costs by level most states seem 
to have decided hot to compute the cost differences by levels. 

Whc'-: percentage of costs should be passed oh to students in the fo rm of. 
tuiilm? In 1973 the Earnegie Commission for Higher Education recommended that 
tuition be increased to equal one-thirdof educational costs [Earnegie GoinDission 
for Higher Education 1973, p. 10), In that same year, the Committee tor Economic 
Development (Eommittee for Economic Development 1973, p. 69) recommended that ore- 
half of educatiohal costs be passed on to students. For tfie most part, it appears 
that these recdmmehdatibns have had little hatiohal effect . There is no evidence 
that any state charges more than one-third oF educatiohal cdsts.td its resident 
students. A recent study by the Western Interstate Commission for tiigher. Education 
(WIEHE 1930) revealed that "tuition in the four western states with established 
indexing policies ranges from 20 to 25 percent of costs for resident undergraduates" 
(p. 10). The Washington State Council for Postsecondary Education (Washington Scat 
Council. for Pdstsecondary Education May 1976), when establishing the indexing pol icy 
currently used ih that. state^ wrote that, "in no case have we found a definitive, 
uniformly accepted phildsdphic basis ihdicatihg the proportion of total costs 
which should be borne by the student or the taxpayer" . (p. 40). Eveh where attempts 
are made to base charges on such principles, technical prdblems cdmplicate the 
effort, as MacDonald points out: 

The rationale for tuition charges at a public institution is often 
based on the argument that individuals should pay for the portion of the 
benefits that accrue to each personally, while the publ ic should pay for 
that pdrtidh which contributes to the social benefit of all. However, 
the art of defihihg, measur'^g^ and . anocating these benefits is not 
very advanced; given the complex nature df the prdducts of educational 
endeavor, it is unlikely to ever be very precise (MacDdhald 1977, p. 3). 

Additionally, all involved in the process should recognize that although the 
use of an index relating tuition to a percentage of costs produces a uniform, and 
presumably reasonable, standard for annual or biennial tuition increases, those 
increases, are 1 i kely to be reviewed and chal 1 enged by affected parties each year. 

States (FJori.daahd . Washington j for. example) have sometimes lowered the dollar^ 

amount of tuition ihcreases eveh _wheh. they were generated by use of an educattonal 
cost index. In Washington, the.furmula specifies that students be charged 25 per- 
cent of educational costs, but in the last legislative session. tuitidn was estab- 
lished at a dollar figure that amounted to 18 percent of calculated costs. 

Should the percentages -cha rged vary by -Student level ? Although conducting _ 
costs studies to yield data by student level is a technical problem, differpntiating 
the actual percentages to be charged by level is a philosophical one. In Higher 
Educatioh:_ Who Pays?__Hho Benefits? Who Should Pay? , the Carnegie Commission 
(Carnegie Commission 1973) recdrrtnehded that "tuition should be more nearly pre- 
portional to costs, rather than regressive as against students at the lower levels" 
(p^ 12). The Commission thus urged that graduate students be charged the same. per- 
centage of costs as undergraduates. But because graduate instructiohal costs are 
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greaterj ^.hey reconmiendecl that the artiDunt of tuition graduate students ppy shuuld 
be higher.. _This seerus.t.o be. a. position most policy makers embrace, but one which, 
as noted before^ is difficult to impilenieht because of. the difficulty in separating 
undergraduate educational costs from .graduate costs. Instead, some states havo 
simply adopted a policy of determining undergraduate tuition and then charging 
graduate students at a specified, higher rate; Colorado, for example, sets 
graduate tuition at 105 percent of 'undergraduate charges, and in Washington 
graduate students are charged 115 percent of undergraduate tuition. The intent 
of the Carnegie Commission's recommendation is fo I ! owed in such cases even if the 
recommended process is not. 

The practice of charging di ffereht. percentages . of costs to upper and lower 
division undergraduates is uncommon. The. pressure to reduce the percentage 
charged to lower division students eeuld increase, however, as institutions adopt__ 
policies to encourage adul t pa^^ticipation and to increase the access of economically 
disadvantaged groups because these groups are especially responsive to eciDcational 
charges. Available evidence suggests that costs per student, by level; do not 
differ signifrcantly across institutional typas (Johnson 1979). Thi?refore, a 
uniform percentage of _ costs appl ied to different 1 evel s of undergraduate instruc- 
tion would result in lower tuition for lower division students at both four-year 
and community colleges. 

ShouJj-^he -per-centage charged va ry by student res idency? Based on curr^ent 
practice, the answer to this question is clearly yes. In almost all states, 
whether indexing is used or not , nonresident students have traditionally been 
charged approximately 100 percent of the cost of education. Although this prac1:ce 
seems well entrenched, a period of increased competition for students might bring 
about. some changes in this policy. Institutions, especially those experiencing 
enrol Iment losses., may be inclined to. lower this percentage in order to attract 
additional Ob't-of-state students. Clearly there is confl ict between the desire 
to charge nonresidents the full cost . of education and the desire to naihtain 
current enrollment levels and diversity in tlie student body. 

ShO£lji-th€-perce^tage-cjiar4ed vary by type of institu tion? Although per stu- 
dent costs by level of instruction do not differ significantly across institutional 
types (e.g. , two-year, four-year, university ), there is a difference in the educa- 
tional product being purchased. Thus, equity may not 5e served by charging a uniform 
pe. ^ent^ge.acrbsS all.inUitUtional types. Additionally, as certain institutions 
lose en ollments, officials may try. to distribute students tn those insti lutions 
by lowering tuition. Although previous attempts .-^.o redistribute students through 
such adjustments have been notoriously unsuccessf ji political pressures might well 
lead some states to try this approacti again in the future. 
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Imp! ications 



Adoption of an indexing "sy.tem fo> setting tuition iiiipT^ies that ceri:ain 
principles wi'M be better served through soeh a policy. Clearly^ state policy 
goals should be the starting point for determining the proportions td.be used 
in ah indexing approach. Student access, support for graduate education, and 
dive>:-sity o\ st Jrnt bodies are all affected by tuition levels, and indexing^ 
tuition to edoeational costs can be One way in which state financial policy is 
made explicit; The percentages chosen should reflect consideration of funda- 
mental pol ic:,- iss;jus, such as the relative benefits of higher education to both 
society and the individual as well as the relative cOsts, including foregone 
persona': income. Curr-^nt practice, however, rarely matches the ideal. In most^ 
States, the percentage of costs chosen is more likely to be a product_of historical 
patterns, interstate comparisons, or current charges rather than of clear policy 
deeis ions. 

Ad^otion of a policy _that sets tuiticri by use of an index involves implica- 
tions fur a number of different constituencies with respect to planning, budgeting 
and student enrollment: 

State tiudgetirvg . As tota} enrollments stabilize while costs continue to 
increase, will state appropriations make up the difference between tuition 
income and the requested budget? Or, will there be continued pressures to 
increase overall revenues from tuition? As we noted, the use of a constant 
percentage index to set tuition will assure that annual increases in tuition 
wilt not be arbitrary. However, _the same pressures that would drive up 
tuition charges in the absence of a formula, could also work to change 
the formula to yield more revenue. An indexing arrangement could be 
undone by price increases that are unacceptable to students and politicans. 
We have already seen several states adopt tuition increases lower than those 
generated by indexing formulas. 

I nstitutional Autonomy . It appears that using an ii: -^x reinforces 
the notion that tuition revenues are State funds— either general revenues or 
offsets to appropriations. The practical effect of this view is a reduction 
in institutional autonomy. Indexing tends. to curtail. institutional control 
o:ver the amount cf money generated from tuition arid also to. decrease budgetary 
flexibility in the use ^f these revenues at the campus level. 

Eost Containment . Will higher education institutions be able to contain 
their real dollar expenditures in light of declining enrollments in order to 
Stablize their per student costs? Elementary and secondary schools have 
been unable to do this; higher education, wnh its high fixed costs, will 

probabl" .^ot be able to either. _ Higher per student costs in an indexing 

arrangement will obviously result in increasing student charges. If students 
are sufficiently sensitive to price, these higher charges may put pressure on 
administrators to contain costs. Cost containment, however, will require pro- 
grammatic and Staffing cutbacks as well and these have not been easy to achieve 
in the past. 
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impact oh EnroUmeot ; It is possible that if tuition is indexed to 
costs that are rapidly increasing, the resulting tuition increases may con- 
tribute to enrollment declines. 

Cost Stu dy ReQUirem ehts . If states require extensive documentation, 
administrators will be . burdened with the . need. to conduct annual studies, to 
determine per student instructional or educational .costs, __As part of this 
process, they may be called upon to justify or explain differences among 
institutions; This would serve to politicize the process rather than to 
rationalize it. 

Cost Behavior . Regardless of che procedures used, budget officials 
should be cognizant ofthe fact that the behavior of costs usually results 
in. what we earlier cal 1 ed .incremental _ pricing even in states that set 
tuition as a percentage of educational costs. .Because costs are essentially 
a function of the dollars available to an institution in any given year, _ 
and because annual changes in educational costs tend to result from marginal 
additions, tuition changes generated by formul a-dri ven computations turn out 
in the end to be incremental too. 

Equity . If costing is to be Used as a basis for setting tuition rates, 
hew is equity for students at different institutions td.be achieved?_ __To 
set tuition at 25 percent of costs at one class of -institutions ahd_20 per- 
cent of costs at another class for the purpose of creating price differences 
is to treat one group of students unequally based on their enrollment prefer- 
ences. Policy makers should address these questions openly in enacting such 
pol icies. 

Access . These considerations also bear heavi ly on issues relating to 
access . for 'the ecohohically disadvantaged^ adult students ^ and those 
traditional students whose attendance patterns are influenced mdro by price 
than by curricula or selectivity. Unless financial aid is adjus.ued 
accordingly, these students may be deterred from enrolling at higher-priced., 
campuses, whiehmight impede efforts by those schools to increase their enroll- 
ment of minorities, adults and other affected classes; 

To . summarize, the use of a tuition index should be tied to a firm educational 
hd social policy.. The simplicity of using a tuition formula is illusory, because 
t encompasses a wide range of issues and principles. State policy makers need to 
love beyond the view of tuition setting as _dnly a fiscal matter to address some of 
hese issues: If a tuition index results frdm a careful discussidn df its brdad 
mplications for finance and access, then it can become a highly apprdpriate vehicl 
or implementing state policy. 
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state Policies for Detcrmiriihq Tuition 



Established 

Pol icy for _ . . . 

Determining Considering 

State Tuition Levels? If Yes, It is a Cha ji^e^? l± Yes, to What? 

Alabama No No 

Alaska No -- No 

Arizona Yes indexed to cost No 

of education 

Arkansas No No 

California No -- No 

Colorado Yes Indexed to. cost Yes f^-^ny al terna ti ves arc beina 

of education considered at this time,. 

especially a voucher system; 

Connecticut No -- No 

Delaware No -- No 

Florida Yes Indexed to cost^ No 

of education ' 

Georgia No -- Yes Indexed to cost of education 

■; ; or instruction: 

No Yes Many a 1 ternati ves are. bei ng 

considered at this time, 
espec ia 1 ly_ i ndexed to 
cost of i ns tractior:: 

ijaho No -- Yes Many al ternati yes. are. bei ng 

considered at this time; 

Illinois Yes Indexed to higher No 

education price 
index 

Indiana No -- No 

Iowa Yps Specified p No 

cons iderat ions 

Kansas Yes Indexed to_cost No 

of education 

Kentucky Yes indexed to charges Yes Many a 1 ternati ves a re bei ng 

at comparable considered at this time, 
institutions 

Louisiana No NO 

Maine Yes Indexed to cost No 

of education 



Established 
Pol icy for 
..OAtejinlnjng 
Tuition tevels? 



State 



if Yes, it is 



Considering 
a Change? 



If Yes, to What? 



Maryland 

Massachusetts 
Resident 
Nonresident 



Michigan 

Minnesota 

Mississippi 

Missoari 

Montana 
Resident 
Ndnres ident 

Nebraska 
Nevada 

Ni2w Hampshire 

Re si dent 

Nonresident 

New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 



Oklahoma 
Oregon 

Pennsyl vania 
Rhode Island 



No 



No 
Yes 



No 
No 
No 
No 



No 
Yes 



No 
Ng 



No 
Yes 



Yes 

No 
No 
No 
No 

Yes 

Yes 
Yes 

No 

Yes 



Indexed to ciDSt 
of education 



Referenced to cost 
of instruction 



Indexed to. cost 
of educatidn 



Indexed to cost 
of education 



Indexed to cost 
of education ^ 

Indexed to cost 
of education 

Indexed to cost 
of education 



Specified ^ 
considerations 



No 



Yes 
No 



No 
Yes 
Yes 
Yes 

Yes 

m 

No 

No 

No 

No 
No 

No" 

m 

No 
No 
No 

No 

No 



Indexed to cost of education. 



Indexed to cost of education; 
fndexed to cost of education. 
Indexed to cost of education.^ 



Indexed to. charges at comparable 
institutions. 



South Carolina 



No 



No 
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state 

South Dakota 

Tennessee 

Texas 

Utah 

Vermont 
Vi rgi riia 

Hash irigtbri 

West Virginia 

Wi sconsi n 

Wyomi ng 



Established 
Policy for 
Deterrrii hi ng 
Tuition Levels? if Yes, It Is 



Consideri ng 
• a Change? 



If Yes, to What? 



No 
No 
No 

Yes 

No 
Yes 

Yes 

No 

Yes 

No 



Speci f led 

considerations 



Indexed to cost 
of education 

Indexed to cost 
of education 



indexed to. cost 
of education 



2 



No 
No 

YiBS 

No 

No 

No 

No 
Yes 

No 
No 



Many alternatives are beino 
considered at this time. 



Many a 1 ternatiyes _are bei ng 
considered at this time. 



This policy was established in 1975 but has not always been fblloweM. Tuition and fee levels 
in Florida have remained the same for the past few years. 

) _ ~ _ 

No speci fic. formula 1 s_used_._ Rather thereis, a written and formally approved policy statement 
which specifies considerations to be made in adjustment of tuition: 



'In Missouri the tuition levels are established by the governing boards. The. coordinating board, 
through the appropriation process, is ericourahgi rig tuitiori be indexed to cost of education: 



In Onio the tuition levels are established by the gdverriirig boards. In the appropri at ions 
process, however, a. tuition figure indexed to educational costs is calculated and is generally 
adopted by the i risti tut ions . 



Questionnaire 
STATE POLICIES FOR DETERMINING TUITION 



The tyition policy described_be1 ow should be_applicable_ tQ_all_pubiic_fpyr-y Thstjtytipns in your state. . 
if^. however, there.are s ignif icant pol icy differences within. the state (e;g^, a oniversity system and a state 
"cbllege s'ystem), please complete additional fdnris as required. 

Please use the following definitions when completing this fonr. 



TUITWf}: the baRic cor:prehBn3tv^ Btudent change .usedy along with state appropriationa arid other 
uT^estriqted institutionql receipte^ tq fund activiti'ee relating to etudent instruction. 
These activities could __include instruction^ acadenrCc support, adr.iniBtrationj student service s-^ 
and plant operation, Thes^e—a hccrge^ or ^<2V ^<^^ be kniMi -a^tui^^ tn some 'stateSj 

gg^g^Q^ .'f'^^d revenues , Oiher designations ^_ght include educattonal fee j_ incident fee,, 
regiBtvatton feSj or tns true tionat fee: l^equived fees ussessed for specific purposes (e.g.j 
healthj athletics J bond retirement) are not included. 



ESTABLISHED POLTCY: either formally approved or a traditional practice such that the effect is the sane. 
if yoa have any questions, please contact Dennis Viehland or Norman Kaufman at (303) 497-0223 or 0221. 

State Institutions included: All public fbur-year institutions 

" Other — 

1. Does your state have an established policy for determining tuition levels? 

Yes: Formally approved Traditional practice (Please answer 2a) 

No (Please answer 2b) 



2a. If YES, is it: 

Indexed to: 

Consumer price index 

Higher education price index 

Cost of instruction (instructional 

and academic support costs) 

Cost of education (instructional 

costs plus administration, ..student 
services, plant and other "educa- 
tional" Costs) 

- - Charges at comparable institutions 

2b. If NO. can your state's procedures be described as "ad hoc," that is, no specific formula is used as 
described. in 2a. _ Ra ther, charges are ad jus ted each year after considering a number of factors such 
as state appropriations, enrollment changes, etc. 

Yes No, please describe briefly: _ _ -- - - 



Other method, please describe; 



3a. Is your state considering a change in the policy or procedures currently used lo determine tuition: 
Yes No 

3b. If YES, what is ^e44^^^ws-i4dered as an alternative policy or procedure: 

Indexed to: Other method, please describe: 

- - - Consumer price index 

Higher education price index " ~- . 

Cost of instruction - 

Cost of education 

Charges at comparable institutions Many alternatives are being considered at this time. 



Person completing this_questipnnaire and order form for Tuition and Fees in Public Higher Edu cation in the West: 
Practices, Trends, Policy Considerations . 

Nanie: Position: . 

Agency: ^^one: 

Address: 



^ (Street/P.O. Box, City, State, Zip Code) 
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Program Review anc the Enronment Crisis 



The state role in higher education has changed considerably during the 
last 15 years: from passive provider to concerned underwriter. Similarly, 
the. roie.of the program review process has. also changed in response to a 
number jof.devel dprnehts : increased financial and political pressures for 
the efficient use of resources, the prol if eratioh.df degree programs at. 
all levels, the changing job market for degree-holders, and most recently, 
the enrollment crisis; Although other purposes are attributed to the review 
process (e^g.. to eliminate unnecessary program duplication, to assure 
quality), the term ''accountabil ity'' not only best describes its rational e 
but also subsumes the other purposes attributed to it (Barak and Berdahl 1978): 

Writing in 1971, Lee and Bowen identified two "distinct but interrelated" 
goals of the state program review process: (1) ah assess.ment of . the approp- 
riatness of a proposed new program, given the mission of a particular campus; 
and (2) an assessment of the readiness of a campus to mount new degree programs, 
given existing resources. Four years later, however, they identified a broader 
scope for the review process: Whereas in 1 971 concern centered on proposed 
programs, by 1975 the_focus had expanded to include existing programs as 
Well (Lee and Bdwen 1975). 

Traumatic and often unanticipated changes. in fuhdihq, enrol Imehts , 
clientele, and the employment prospects of college graduates_dur1ng the _ 
past 15 years have imposed demands for educational and fiscal accountability 
on the heretofore highly autonomous academy. Howard Bov^en observes that the 
accountabil ity movement refl ects "in part a failure of confidence in many 
of our institutions and in part frustration over rapidly rising costs" (1974, 

p. xi). Retrenchment i accountability's companion during the past decade, 

is generally viewed as a threat.to. institutional quality: College administrators 
believe that stabilizing or declining ehrollmehts and funding, which iiiay lead 
to reductions in fseulty, course offerings, and services (e.g. , library and 
laboratory pur':hases) have a detrimental impact bh quality (Glehhy et.al. 1975). 
But as Barak and Berdahl note, in spite of diminished resources, few institutions 
have "seriously ^^eordered priorities or undertaken any kind of extensive program 
evaluation" (1978^ pp. 2-3); the most frequent response to retrenchment pressure 
has been to make across-the-board cuts (Barak and Berdahl 1978; Bowen and 
Glenny 1976). 

Ironically, program expansibh may be another institutional response to 
retrenchment^ the establishment of new degree programs that cater to the 
credential ing and training needs of an increasingly professionalized work 
force. Nathan Glazer observes that "science and higher education have become 
indispensable to the dignity of these (professional) occupations which deal 
with social tasks (e.g., allied health; education)" (Glazer 1974, p. 346). 
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Because of their ipecial responsibil i ty to develop human resources which 
service public needs, publ ic Institutions have been very active |ii this_ a 
(CalVan 1978). These new programs can be promoted to state Loordinating 
ageric1es_oh the grounds that they. make use of existing facilities and 
personnel and require i j new institutional resources. Their purpose ^rom 
the standpoint of the institution, is to increase enrollments and^ tiiu. efore, 
funding (i.e., tuition and operating subsidy) without directly increasing 
actual operating costs. Faced with requests for support of these new, 
professiondlly-oriented programs (many of them at the graduate 1 evel ) and 
^ uncertain about the viability of many existing prdqrams,._the states--through 
.their hi gber-edueation coordinating agencies_£l3arak and Berdahl 1978), their 
budget office (Peterson, Erwin and Wilson 1977), and their.legislative 
committees (Berdahl 1977j--have undertaken the task of evaluating academic 
programs, a responsibility that was previously almost exclusively reserved 
to the academic community (Folger 1977, p. viii). 



The Enroll merit Crisis 

Each decade brings its own special probl ems--the "once and future 
crisis" (rinn 1978). In the 1960s , rapid expansion created probl ems as 
institutions competed with one another for the "always insufficient" 
numbers of young _ PhDs to f i 1 1 newly funded faculty positions. In the 1970s, 
the "New. Depression" (Cheit 1971 ) . si.grial ed slower growth and growing 
financial pressures. And in the 198bs,.the end of the postwar baby boom 
marks the beginning of an enrollment crisis as the.size of tradi tibnal -aqed 
college student cohort experiences significant decline: 

The demographic details are rather clear: By 1990, the traditional 
college-aged cohort will have declined from a late 1970s peak of nearly 18 
million persons to roughly 14 mi 1 1 ion--the same level as in 1 970; the drop 
is particularly steep in the first half of the current decade as the 
estimated size df.the age-cohort will be 2 million persons smaller in 1985 
than it was in 1980 (Centra . 1980) . . The. racial .and ethnic composition of 
the age-cohort will also shift during this perioc as the numbers decline 
occurs mainly among whites: The numb-rr of minorities remains relatively 
constant, but the proportion of minorities increases from 14:2 to 19:3 percent 
of the cohort (Breneman and Nelson 1980). 

..The propoirtidri of high school graduates attending college is also 
declining. NIE.has reported two di scduraging trends which will further 
aggravate enrollment, problems: The.propbrt.iori of . female high school graduates 
going on to college has leveled off and is noc likely td.iricrease arid.the 
proportion of male high school graduates going on to college will decline, 
continuing the trend of the Vast deLide (Abramowitz and Rosenfield 1978). 
Taken together, the demographic and matriculation data lead to grim conclusions 
about decreased enrollments--arid poirit to financial problems for institutions 
and to intense competition for students. 
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Regulating Competition 



Discussions about regulation generally elicit strong, defensi ^v,'snorises 
from the academic cbmmuriity. Yet what.is.cUri.bus about the dv.:?cleniiL. 
community's butery against regulation is its foecJS; Tne literature is 
dbmiriated by references to and discussions of the regulation of institutinna 1 
processes^ that is , of workpl ace and social behaviors on such issues as 
employment practices, health and safety, and, institutional respansibil ity 
to clients. Very little is said about econoniic--a5 opposed to sbc1ai'~reg- 
ulation: that is^ regulation of the marketplace as opposed to reaulatibh of 
the workplace. 



Thompso and Zumeta (1985) identify eight regulatory ftinctions performed 
by state coordinating boards^ (1) control over the entry of new institutions 
into the market; (2) influence over the mix and distribution of courses and 
deqree programs; (3) control over new programs offered by existing institutions; 
(4j control over the implementation of changes; (5) influence over the use 
of inputs and technologies to produce outputs; _ (6) effective control over 
prices . (tuitibn and related costs) ;.. (7) cbhtrbl over . the assumptions that 
determine the size of the "industry" (i ,e. el igibil ity and financina); and 
(8) control over competition in the marketplace: During the 196ns, the 
coordinating and governing boards focused their activities on proposals for 
new programs in response to the seemingly insatiable demand for services. 
More recently, however, in the face of reduced growth rates and the need for 
financial . retrenchment ^ these boards. have turned their attention to manaqing 
the marketplace: i.e., managing existing as well as new prbqrams (Lee and 
Bowen 1975). Because of their regulatory activities, serious _competi tion 
within sectors and among institutions in the same geographical area has generally 
been avoided: Discussing the competitive tensions which exist within sectors 
and among institutions, Millard suggests that whatever the alleged detrimental 
impact of retrenchment and statewide coordination, few states and few 
institutions would really prefer, or could afford, to tough it out in an 
unregulated higher-education marketplace; 

While. these tensions. increase the. difficul ties in statewide coordination 
and pi anhi ng ,_ they alsb increase _its importance. In spite bf what has 
been a federal thrust toward a "free market" concept--based in part 
on the assumption that the structure of higher and postsccondary education 
should be determined primarily by the students and where they take their 
money--few if any states are willing to go back to an institutional 
laissez fQii^g - Because of restricted funds and the need for maintaining 
institutional diversity to meet a variety of student needs, such a 
laissez fajre apprbach is neither fiscally hbr educationally feasible 
(Millard 1976, p. 57). 

Yet what worked in the past may not be successful in the future: The 
enrollment crisis promises to incite competition across sectors and among 
jnsti tutions--and particularly among publ ic institutions , if state funding 
formulas continue to foucs on FTE enrollments and are not sensitive to the 
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dembgraphie changes that will affect higher erlucation over the next ten 
years; 

Too, this suggests. that, despite the.concerns expressed about quality--and 
let there be no_ddUbt that these are real eoncerns--the program review 
process is_rean> propelled by regulatory issues and financial concerns. 
Considerable. evicJence supports this conclusion: Of the rtiaaor issues mentioned 
1n the annual report; of state higher-education agencies, appropriations and 
comprehensive ple.nning top the list, while quality-related issues are cited 
only about a third as often (Millard 1975}.. Barak and Berdahl 's 1978 survev 
of Stat- program review. practices also indicates that economic issues have 
priority over. .academic issues in tho review process: Program quality ranks 
fifth, after four cbst.and productivity measures, as a criterion in the 
review process of the individual states. 

Not surprisingly, institutional leaders have resisted the efforts of 

coordinating and governing Doards to use productivity measures in the 
review process. The experience in Florida, 1n_ which the Regents sought to 
use market and productivity measures as. initial measures of program quality 
and met strong campus resistance (described by Barak and Berdahl 1978) 
suggests that institutional leaders find^it hard to adapt to changing 
demand cycles and unchanging funding formulas: They seek increased funding 
during periods of high demand for educational services but have difficulty 
responding to the financial consequences of diminished demand and reduced 
growth (Cartter and Solmon 1976; Breheman. and Nelson 1980; Finn 1978], 
in general, the states appear willing to leave. academic management and quality 
questions to the individual institutions, provided the institutions operate 
within the economic confines and contexts established by the states. 



Future Prospects 

The 198ds will be marked by intense institutional competition for 

increasingly scarce resources: students, state subsidy dollars and federal 
institutional support (Brenemah and Nelson 198D), Program review 1s ^ 
fact of life. for many public and some private institutions. The enrollment 
crisis has already begun to affect some institutions, while others are 
acting to minimize its impacts. 

State planners and institutional representatives will invariably view 
these issues from different perspectives. For state officials, the major 
issues will focus g/i concerns for efficiency, equality, and quality: efficient 
use of resources, equality of .educational opportunity, and quality of 
educational programs (Green, in press). Because they have a more global, 
system-wide perspective, state officials will view program review and the 
enrollment crisis as issues which involve internal tradeoff s , changing patterns 
of resource al location , and perhaps some good old fashioned political 
compromising (see Callan 1980), Yet, what the state planners see globally 



221 



from afar, insti tatibhs experience . "up close. and p- soha"! " ; eonciitiened 
to a crisis mentality by the chanainq financial environment of the past 
decade, budget cuts resulting from proqran; discontinuance and enrollment 
declines. are rio;t perceived to involve a sys^-^matic or system-wide 
real Ideation of institutional resources .but_ r^ather are perceived to pose 
a severe threat to program and Institutional qualit>'. 

Program review may be an effective mechanism for requlati^hg the highe 
education marketplace and certain aspects of institutional competi tion . 
Yet regardless of state efforts to coordinate program offerings ar.d reduce 
cpmpetitioh across sectors and among institutions, the enrollment crisis 
will incite competition as institutions seek.td hold th^-ir own in the mids 
of a ehanging--and threaten inq--envi rohment for higher education. 
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